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The fact that my subject is prescribed simplifies my task 
greatly, for under the circumstances I do not intend to produce 
an array of facts, nor even to give my own opinion as to whether or 
not the railroads, in the interest of efficiency and adequate service, 
need an increase of rates. My aim i- rather merely to act as a sort 
of mirror to reflect the attitude of the great American democracy 
toward this question; and to express, perhaps, now and then, my 
opinion of what that democracy is about to do, without committing 
myself as to whether I think the impending action wise or unwise, 
just or unjust. In short, I distinctly refrain at this time from enter- 
ing into the question of whether economic conditions justify or 
require an increase of rates in the interests of the public or not. 
I propose, in fact, to confine myself exclusively to a consideration of 
how the difference in opinion between the railroads on one side and 
the public on the other grew up, and to call attention to some of 
the more palpable and significant implications of this difference. 

I wish to make two preliminary statements: First, I have 
recently completed visits’ to all the more important regulating 

? This was in connection with an investigation undertaken by the National Civic 
Federation (New York, 1911-14) under my direction. See Draft Bill for the Regula- 
tion of Public Utilities (including railroads) published by that association Novem- 


ber 11, 1914. 
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commissions from New York to California and from Massachusetts 
to Texas. I have attended hearings, examined records, and talked 
to commissioners and to an endless number of officers and attorneys 
of the companies. I perhaps have read as many of the decisions 
of the commissions and public investigations in this field as anyone 
not vocationally connected with the industries or trying to make 
money out of them. 

The second statement is in the nature of a warning. I shall 
have much to say with regard to the attitude of the American 
public toward the owners and managers of our transportation 
system, often implying that the latter are, in the opinion of the 
public, acting adversely to the permanent interests of society. 
Unlike the other portions of my paper, I wish this part to be a dis- 
tinct expression of my personal views. It is my opinion, and I 
believe increasingly the opinion of the great majority of the people, 
that these men, where they are accused of acting contrary to the 
permanent interests of society, are neither better nor worse than 
the average American citizen. They are made of the same clay, 
moved by the same impulses and ambitions, and they aim at the 
same results. To understand why their acts are so often dis- 
approved by the people, we must look at the historical development 
which put these men in their present circumstances, and the 
peculiar traditions, sentiments, and temptations which surround 
and dominate them. Let us then ask candidly and fearlessly 
whether those traditions and sentiments have come from circum- 
stances which have entirely disappeared since the traditions were 
formulated, and inquire, further, whether the spirit and acts com- 
plained of today were equally injurious under the circumstances 
which gave rise to the traditions guiding and controlling the rail- 
road managers today. 

However the American populace may condemn the attitude of 
the courts on some social questions, they believe the courts abso- 
lutely correct in declaring a railroad, however owned, an instru- 
ment of the sovereignty, for the accomplishing of certain vitally 
necessary public functions. The law, which is perfectly clear at 
this point, meets with popular approval. Whoever owns the rail- 
road, the railroad gets its right to be a corporation, to exercise the 
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right of eminent domain, and in fact collects taxes‘ (for that is 
what railroad charges really are) in order that it may serve the 
public. The attitude of the public is that if the private owners 
cannot reconcile themselves to this fact, and cannot make a satis- 
factory profit while using railroads as instrumentalities of the com- 
mon welfare, they ought to let go and permit the public to own and 
operate the railroads through government officials. This appears 
to me a fair statement of the disinterested public attitude toward 
the railroads. But after the agitation of more than forty years 
in favor of specifically controlling the railroads, after establishing 
the Interstate Commerce Commission, and after setting up adminis- 
trative commissions in nearly all of the states, with a view to 
bringing the railroads into the position just mentioned, the public 
still has a feeling that the owners and managers of the railroads 
generally regard the industries as private ones in which the private 
interest occupies pre-eminently the first place? The managers 
not only look upon the property as private, but they manage it 
in a way that the public does not longer consider proper, even in 
the case of industries admitted by all to be merely private. This 
makes a thoroughly irreconcilable conflict between the public and 
the railroads. So long as the two parties are acting, however 
honestly, on mutually exclusive doctrines of property rights and 
of business and social ethics, there is no hope of social peace or of 
general prosperity. 

If the railroad, because privately owned, is to be regarded, in 
fact, as a private investment, made primarily for the benefit of the 
investor and only incidentally for serving the public—an invest- 
ment which he may properly regard as he regards his investments 
in ordinary lands, or houses, or factories—then the present feeling 
of the railroad managers is understandable. They believe that 
they are unnecessarily and unjustly interfered with, hampered, and 
annoyed in their private affairs by the government and by the 

t The making of a rate is, in ultimate analysis, the exercise of a taxing power on 
commerce (73 Fed. 709). 

2 “Those who are controlled would not be human if they did not think the control 
often unjust and oppressive, even when it is not so, because they look at things from 


their own point of view, and do not appreciate the public interests.” —Ely, Property 
and Contract, I, 350. 
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agitation of public opinion. Under such a philosophy regulation 
is an impertinence;' for one ought to be allowed to do with his 
own as he pleases in the case of railroads exactly as in the case of 
any other private property. If, however, the economists, the 
law, and the great public are correct in believing that the railroads 
are public instrumentalities, intimately connected with the national 
life and with the welfare and prosperity of each individual citizen. 
and must be used for social ends, it is utterly unthinkable and intol- 
erable? that their owners should have the same freedom of dealing 
with that property, as until recent years we have allowed in the 
case of property not affected by a public interest. Taking this 
view, the public is inclined without hesitation or reason to deny 
the railroads any increase of rates or other economic or legal power 
until those who control the railroads show greater inclination to 
submit to more effeciive regulation, that is, until the railroads 
admit that the public has a paramount interest in the railroads. 
If we take a brief historical view of the origin and development 
of this conflict we can easily understand how the difference of 
opinion arose and how the railroad men came naturally into their 
present position and attitude of mind. When the railroad was 
invented, the nation controlled a continent of unparalleled variety 
and extent of resources. The business world was in its infancy. 
The power of a railroad to do business and to affect the life of the 
citizen was wholly untested and even unsuspected. Resources 
seemed, to the most conservative, unlimited and inexhaustible, 
and measured by the experience of the whole world, they were 
in fact virtually limitless. In the conflict among nations for power 
and domination, it was essential that, by the most rapid steps, the 
natural resources should be taken up, appropriated, and developed, 


1 Cf. B. L. Winchell, chairman Executive Committee, Frisco System, in Adlantic 
Monthly, December, 1912, as follows: “But the public has unfortunately tried to 
adopt a policy of regulation that will prevent railway officers from doing anything 
that they ought not to do, and has overlooked the fact that to hedge men about with 
restrictions of this sort may at the same time so narrow their freedom of action as to 
make it impossible for them to do many things that they ought to do.” 


2 “‘Manifestly under this principle all that stands between the shipper and extor- 
tion is the wisdom and the good sense of the traffic manager who makes rates.’”-—Docu- 
ment No. 1509, I.C.C. Reports, p. 42. 
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and that population should be increased. The whole spirit of 
that time demanded the quickest development of resources and 
the largest increase of population. The supposedly unlimited 
resources and the sparseness of existing population furnished the 
basis for such doctrine. 

The prevailing theory of progress, under those conditions, was 
that the greatest developer of resources was the greatest bene- 
factor. The Constitution had been drawn and interpreted with 
the express purpose of enabling men to produce and acquire prop- 
erty with as little restriction as possible, and to protect them in 
the possession of their property rights. So long as individual or 
corporate appropriation of lands, mines, or other resources did not 
exhaust the supply, the doctrine of the public benefits from rapid 
exploitation of natural resources was reasonably true, and the 
greatest exploiter was the most useful citizen; for he did not by 
his acquiring and exploiting of natural resources deprive anyone 
else of having an equal opportunity, or of accomplishing like results 
and attaining like fortune and glory. 

Three generations of this spirit and practice begot in the minds 
of the successful business men a tradition and a belief that they 
were the greatest benefactors of the nation; and the more they 
slashed, appropriated, and developed, and the more rapid the 
increase of population, the greater was the increase of wealth, 
and the better it was not only for themselves but for the community 
in general. This doctrine involved the theory, reasonably true 
then, but wholly impossible under the changed conditions of today, 
that the large wealth thus created would, under natural laws, 
somehow be most widely, if not equally, distributed. But develop- 
ment cannot go on under such circumstances without creating 
an enormous spirit of speculation, in the strictest sense of the word 
speculation. In fact, the development of the natural resources 
at anything like the rate at which they did develop inevitably 
led to and developed such speculation. Speculation was the life 
and spirit of the pioneer circumstances. But when the railroads 
became sufficiently developed, and the spirit of speculation had 
become full-fledged, the public began to suspect that the degree of 
speculation that was going on was wholly inconsistent with the 








IIo JOURNAL OF POLITICAL ECONOMY 


theory that the railroad was meant primarily to serve the public, 
and that to make a railroad a mere object of private speculation 
was to endanger the very foundations of progress. The public 
woke up to the tremendous possibilities of the railroad as the 
determining factor in giving direction to our whole economic, 
political, and social life. 

This is the conflict between the public and the railroads. Those 
really in control consider the railroad property itself as a proper 
subject of speculation, as the people of three generations ago did 
when the railroad came in; and, furthermore, they sometimes 
regard the control of a railroad as chiefly desirable to enable the 
one who holds it to carry on speculation, not only in the securities 
of his own company on stock exchanges for the benefit of his com- 
pany as well as for private account, but as the chief means of accu- 
mulating a large fortune by speculating over the whole realm of 
human activity. 

At this point we must make a sharp distinction between the 
speculative control and the actual operating officials. There has 
certainly been a great change for the better in recent years in the 
minds of the operating officials. If these men could be liberated 
entirely from the financial control of Wall Street they would doubt- 
less operate the railroads chiefly as instruments of transportation. 
But so long as the financial control is superior to the operating 
force, it will exercise a dominating influence on the operation. 
For the supposed needs of the speculators determine the whole 
policy of the road as to purchasing property, making extensions, 
buying supplies, keeping of accounts, declaring of dividends, and 
so on.* 

The people are becoming very inquisitive, and they are asking 
with increasing insistence how it is that a man who gets control 


On these outside interests, the Interstate Commerce Commission remarks: 
‘The fact is, and this is fully shown of record, that the connection of some of the high 
officials of the New York Central lines with these coal properties resulted in no small 
demoralization in service, and led to a belief on the part of minor officials that, in 
permitting these abuses to go on, they were promoting the interests of their superior 
Officers. .... We see no other possible explanation, so far as minor officials and 
employees are concerned, respecting some of the abuses herein above described.” — 
63d Cong., 2d sess., House Document No. 1124, p. 48. 
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of a great railway system leaves a fortune when he dies of anywhere 
from five million to two hundred million dollars. The people 
even do some mathematics and ask whether the fortune left by 
the late E. H. Harriman could possibly be accumulated as a result 
of Mr. Harriman’s salary, or could arise chiefly, or wholly, from 
interest and dividends on any securities or property he ever held. 
Notwithstanding the unquestioned progress that has undoubtedly 
been made in the last thirty years in checking some of these abuses, 
the public believes that the so-called railroad fortunes were not 
made in any attempt to develop railway systems or to make those 
systems serve the public, but that they were gained by speculation," 
such as the public of today frowns upon when connected with prop- 
erty which they regard as strictly private property. That the 
public received much benefit from this system of management 
and that the owners developed great skill goes without saying. 

I repeat that the railroad managers are no better and no worse 
than other people are, but, by their bringing up, by their traditions 
and the circumstances under which they are placed, they honestly 
believe they are doing God’s service and developing the country, 
when they are engaged in practices that are considered today by 
the public absolutely inconsistent with human progress, with equal- 
ity of opportunity, or even with the maintenance of democracy. 
The managers are still living in the days of state lotteries, and 
church lotteries, and free rum at the raising of church parsonages. 
They regard themselves as engaged in private business, and entitled 
to as great freedom in speculation and rate manipulation as a 
private citizen is in an ordinary competitive manufacturing busi- 
ness. They are still acting in the spirit of absolutism, and resent- 
ing in their hearts—where they do not resent with their tongues— 
the interference of the government in what they believe to be their 


tIt is a well-established fact that of the total issues of the New Haven under 
Mellen, and the Union Pacific under Harriman, not less than $519,000,000 were issued, 
not for developing the respective properties, but for purely speculative purposes. The 
one speculation was highly successful financially, the other pitifully disastrous. But 
such speculation, whether successful or not, determines the operation and accounting 
of the roads—the whole business policy. Furthermore, it thoroughly demoralizes the 
whole operating force. See 63d Cong., 2d sess., Senate Document No. 544, p. 2, and 
Brandeis, Other People’s Money, pp. 165-67. 
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private affairs. They are keenly alive to the fact that the public, 
in attempting to regulate, places heavy expense and annoyance 
onthem. All this they resent, not knowing that the ideas of private 
property must be modified to the extent necessary to make this 
regulation effective,’ or that their property must become, in fact 
and in law, public property. 

The public knows well enough that this attitude must be 
changed and the managers be converted and become willing to 
manage these great industries on a different theory or philosophy, 
if the ownership is to remain in private hands. I could not think 
so ill of the railroad managers of today as I should have to think 
if I believed the practices which they are engaged in, and which 
are regarded by the public as injurious, were so regarded by them- 
selves. As was so well shown by the Interstate Commerce Com- 
mission in the Spokane rate case, the traffic manager’s idea of fair 
railroad rates is what the traffic will bear, which, being interpreted, 
is what the traffic manager, who admits that he had never attempted 
to arrange rates on a scientific or cost basis, thinks is fair? This 
leads the public to think that the railroad managers believe that 
absolutism ought still to exist in industry and that the public ought 
to approach the railroad managers in the spirit in which Bossuet 
addressed Louis XIV: ‘“‘O King, use your power easily, for it is 
given to you of God for the welfare of men. Exercise it with humil- 
ity. Do not forget justice, for God, who gives you irresponsible 
power over others, holds you responsible to Him. The greater 
your power, the more severely will he judge you at the last day.’” 
Or, to express it in another way, the railroad manager today appears 
to the public to be in the attitude of mind, expressed twelve years 
ago by President Baer, that the public and the labor unions ought 
to have nothing to say about the conditions or wes of labor, but 
that the matter ought to be left to the wisdom and benevolence of 


t Cf. Ely, op. cit., I, 347. 


2“*This necessarily gives the carrier the right to measure the amount of profit 
which the shipper may make and fix its rate upon the traffic manager’s judgment as 
to what profit he thinks will be permitted.”—I.C.C. Reports, Western Advance 
Rate case, p. 43. 


3 Cited in J. R. Commons, Labor and Administration, p. 62. 
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the employers.’ But popular opinion in this and all other advanced 
countries has advanced beyond absolutism in government, politics, 
and business, and has determined that it is inconsistent with the 
liberty of the citizen to leave the railroad management unregulated 
by public authority.’ 

In short, the railroad managers seem to regard themselves as 
entitled to the same absolute power that King James I claimed for 
himself in the speech from the throne, in 1609: 

God hath power to create or destroy, to make or unmake at his pleasure, 
to give life or to send death; and to God both body and soul are due. And the 
like power have kings: they make and unmake their subjects; they have power 
of raising and casting down, of life and of death—judges over all their subjects, 
and in all causes, and yet accountable to none but God only. They have power 
to exalt low things, and abase high things, and make their subjects like men 
of chess: a pawn to take a bishop or a knight, and to cry up or down any of 
their subjects as they do their money.3 


Such power the railroads claim and sincerely believe they are 
entitled to, while an unregulated, privately owned railroad has in 
fact quite as much power of raising up and casting down‘ as was 
ever claimed by the most absolute Stuart. 

I here give a few typical statements from men who are supposed 
to speak for the railroads. The latest utterance of President 
Fairfax Harrison of the Southern Railway that has come to me, 
in complaining of the public attitude toward the railroad speaks 


t “T beg of you not to be discouraged. The rights and interests of the laboring 
man will be protected and cared for—not by the labor agitators, but by the Christian 
men to whom God in His infinite wisdom has given the control of the property 
interests of the country, and upon the successful management of which so much 
depends.”’ Private letter, cited in Ely, op. cit., II, 733. 

2 Disinterested students may well ask today whether regulation, if made effect- 
ive according to present public opinion, may not so reduce the chance of large specu- 
lative profits in railroading as to make private investment in this field unattractive 
in view of the supposed opportunities in this and other countries for large gains in 
other enterprises. If this should prove to be the case, the alternatives left would be 
unregulated private ownership or public ownership. Under present conditions, there 
can be no doubt which the public would choose. 

3 Cited by Hiusser, The Period of the Reformation, 1517-1648, p. 607. 

4 “He [the traffic manager] determines gains of production and consumption, the 
profits of the producer and the cost to the consumer; he makes his rates if he so pleases 
to offset and nullify the effect of import duties and determines the extent and character 
of our foreign markets.”—I.C.C. Reports, Western Advance Rate case, p. 42. 
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of the “poisonous, political, economic, orgiastic fury in laws and 
regulations, such as no virile man would ever accept for the conduct 
of his own private business.”* The implication is clear that he 
regards the railroad as purely private business. In another place 
in the same address, he says: ‘‘ The principle of the interference of 
government in private industry is not likely to be applied, chiefly, 
merely to railroads, or even to those accumulations of other forms 
of industry, known as trusts.’ 

The same spirit is manifested by President Ripley, of the Atchi- 
son, Topeka & Santa Fe, one of the chief spokesmen in the rate 
cases. Almost in the first sentence, in a recent address before the 
Texas Welfare Association, he demands the repeal of the Texas 
stock and bond law. This can only mean that he resents any and 
all effective regulation. One would think that he might have 
learned fear if not wisdom from his experience in Texas during 
the last two decades. Let us turn our attention to the Texas 
situation for a moment. 

The people of Texas today have the Texas railroads entirely 
bottled up. That any building whatever can go on in Texas is 
due solely to the complexity of our federal system and interstate 
comity, and to the holding companies about which there is such 
popular complaint today. The fact is that until about twenty 
years ago, the railroads of Texas dominated the state, made the 
law in their own interests, interpreted the law to their own advan- 
tage, and even violated their own law, thus made and interpreted, 
with impunity, whenever they considered it financially profitable 
to do so. They were masters of the state, and were proceeding 
in a way that no civilization could long endure without reform or 
bloody revolution. Theirs was the customary, pioneer defense that 
they were developing railroads and the state, and aiding the pro- 


* The Prejudice against the Railways, p. 1. 

2 Tbid., p. 4. 

3 “You offer no opportunity for profit, and doubtful security for the principal 
of the investment. The income of the investor is limited by one political body, while 
another political body leads him into all manner of expensive restrictions, and much 
of the earnings are consumed by damage payments far in excess of those inflicted in 
other states.”—E. P. Ripley on Texas railroads, Railway Age Gazette, May 24, 1912, 
p. 1152. 
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duction and accumulation of property.’ About twenty-five years 
ago, there took place a genuine social revolution under the leader- 
ship of the late Governor Hogg. He undertook, not only to prevent 
further abuses, but to squeeze the existing water out of the capitali- 
zation and to punish the railroads for their past misdeeds. He 
created the Railroad Commission, forced through the stock and 
bond law, and got these laws upheld by the courts. 

The railroads regarded the valuations when made as wickedly 
inadequate and wholly unjust, but they despised the whole move- 
ment for regulation to such a degree that they did not protest 
the valuations or even appear at the hearings.? Later investiga- 
tions have shown that their one idea was to go into politics on the 
old basis, control the elections, abolish the Commission, and repeal 
the valuations. But Governor Hogg beat them at their own game 
in three different campaigns. I suspect the people of Texas are 
still voting for Governor Hogg, and are still bent on punishing the 
railroads at all hazards. In other words, it is a state of warfare 
in Texas. For many years the railroads were victorious; now 
the populace is victorious, and yet the speeches of the presidents 
of the two largest railroad systems in Texas, made only two years 
ago, show that the railroad managers are not willing to make peace 
on any terms except unconditional surrender on the part of the 
public and a return to the chaos and degradation of a generation 
ago. In other jurisdictions the public has overlooked the past 
and merely tried to secure for the future such action from the 
railroads as is in accordance with existing ethical standards. 

A further evidence of the unchanged attitude of the railroads 
is the fact that in the Democratic state convention of Texas in 
1912—in Texas as everybody knows a Democratic nomination 
means an election—the railroad group, using the old philosophy 
and the old tactics in the convention, are said to have put on the 
committee on resolutions, charged with drafting the platform, a 


* Cf. 26 I.C.C. 498: “We are told by the Colorado lines that they have used 
their state passes as a means of building up the country and encouraging industrial 
and other enterprises in that siate.” 

2 Cf. W. D. Williams of the (Texas) State Railroad Commission in Bulletin of the 
University of Texas, No. 236, June 22, 1912, p. 118. 
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clear majority of railroad attorneys of record." They then forced 
through a pro-railroad platform, clearly at variance with the public 
sentiment of the state, and a platform which some of the more 
important candidates, when nominated on it, openly and formally 
repudiated and publicly attacked throughout the whole campaign. 
The people of Texas prefer open hostilities to unconditional sub- 
mission to railroad domination, believing that decency, as the 
people understand decency, is of more importance than material 
prosperity and the creation and accumulation of wealth in a few 
hands. I submit that until the railroads change their views and 
their methods there is something to be said in favor of the people 
of Texas. It is quite true that public hostility to the railroads has 
checked material development and stopped railroad building, so 
far as the building cannot be carried on in Texas in spite of Texas 
laws by outside financing. In the face of such facts is it probable 
that a mere cry, or even a clear demonstration, that the present 
law checks building, and prevents development of the state is 
likely to cause the people to let up or surrender ?? 

Mr. Frederick P. Fish justifies the popular uprising, not only 
in Texas, but generally, when he says,} “ that business concentration 
has given the corporation a capacity for great power and influence 
outside the field of its legitimate business.”” He adds, “There is 
no doubt that our great corporations have unwisely and to the 
detriment of the public interfered in politics, influenced legislation, 
and dominated the affairs of the community, to an extent that was 
intolerable.’’* But he is thoroughly convinced that those days are 
past, asserting, ‘‘In all these matters relating to political, legisla- 
tive, and social control, they have surely learned their lesson.” 


? Oral statement of a candidate on that platform for one of the most important 
state offices. 

2It is generally alleged that this strife has reached such a pass that in personal 
injury cases against the railroads juries disregard both the law and the facts and decide 
against the railroad. 

“Personal injury and damage payments on our Texas lines are four times greater 
on any basis of comparison than on the average of other lines with which I am con- 
nected.” —E. P. Ripley, op. cit., p. 1151. 

3 Proceedings of Chamber of Commerce of U.S., annual meeting of February 12, 
1914, P. 45. 

4 Ibid., p. 46. 
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Along the same line, we are told in almost every daily paper 
throughout the land that the roads are suffering today because of 
the misdeeds of a few of the roads, or because of a condition of 
affairs that no longer exists. The public mind is not yet entirely 
convinced that the misdeeds have become exceptional or sporadic. 
It demands more than smooth words and concealment of facts 
to cause it to let up on its vigilance. The public has seen too many 
desirable municipal and other reforms dropped prematurely on 
the charge that revelations of actual conditions or the discussion 
of evils—what the railroads call agitation—would hurt business. 
The public has, in short, made up its mind that not the man who 
cries “fire”? when the house is on fire, but the man who started the 
fire is the real disturber of the social peace. 

It is not my desire to present in any detail the history of the 
New Haven railroad. I merely call attention to the fact that after 
the public investigations were begun, but before the results were 
made known, one of the most intelligent, high-minded, and public- 
spirited men on the directorate of that road put in the better part of 
a half-day endeavoring to convince me that it was the duty of the 
economists to try to check the brutal and stupid agitation against 
big business and successful business, and alleging with frequent 
reiteration that, if the New Haven railroad should be wrecked, 
it would be wholly and simply because of radical social agitation. 
The directors of that road have not yet been tried criminally, but 
the Interstate Commerce Commission and other branches of the 
government have reported on the system. It already appears that 
the agitation did not begin early enough and that the real condition 
was too long concealed for fear of hurting business. In fact, ail 
the demagogism and radical agitation and muck-raking of the last 
generation, in the absence of a just cause for it, could not have 
injured that railroad or business in general so much as the action 
of the directors of the New Haven system has done. 

Whatever one may think of government regulation, all dis- 
interested students know that the personnel of the Interstate Com- 
merce Commission is above reproach or suspicion, and that the 
experience of the commissioners and their growing sense of respon- 
sibility, to say nothing of their fear of having their decisions 
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overthrown by the courts, have caused them to be highly conserva- 
tive and even cautious. The public believes that it is not too much 
to say that in view of the danger of the courts and their sense of 
responsibility, the commissioners are very careful to give the benefit 
of every doubt to the railroads, basing their decision on what they 
themselves regard as established beyond any reasonable doubt. 
Anyone who reads the reports on the New Haven system, whatever 
his views on regulation, must feel that the system has been brought 
to its present sad condition, not by regulation or agitation, but by 
speculation, personal ambition, and greed, such as the public is 
not willing to tolerate in the management of any vital industry, 
even a strictly private one. 

Again, I recall with much sadness, and some amusement, a 
speech made by a high-minded and well-informed attorney of one 
of the chief divisions of that system. He is both intelligent and 
remarkably public-spirited; yet, after the open criticisms of the 
New Haven road were begun, but before the results of the recent 
investigations were made public, I heard him speak to a large body 
of college-bred men and bewail, almost with tears, the unjust and 
senseless agitation against the road he represented. He admitted 
freely that for many years the road had controlled the politics of a 
certain state, but he asserted that it had now reformed, and that 
during the session of the legislature then just closed, he had had 
complete charge of the legislative matters for the road in that state, 
and not a dollar had been spent illegally or improperly. He then 
entered upon a very severe, and somewhat sarcastic, arraignment 
of the prejudice and suspicion in the minds of the farmer legislators 
because they would not take his word for the fact that the company 
had reformed. In fact, he made these suspicions in the mind of 
the rural legislators almost a cause for despairing of the future of the 
republic. But when the official reports of the Interstate Commerce 
Commission and the Public Service Commission of Massachusetts 
came out, it appeared that the road in question had been spending 
vast sums of the people’s money for “prayers from the hills,”’ sub- 
sidizing newspapers throughout New England, and using other 
old-fashioned pioneer methods of “educating public opinion.” 
In short, the company was playing the old game in the old way and 
putting up a lawyer of good reputation as a decoy. 
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If one of the keenest attorneys in the country (supposedly in 
charge professionally of the things of which he speaks) can be thus 
deceived by his employers—and I assume that he was deceived 
and spoke with righteous indignation—can we expect the public, 
shut out from all adequate sources of information and fed on a cap- 
tive press, to take at face value the utterances of the railroad 
managers to the effect that they have reformed? The public is 
no longer willing to take the word of any man known to have been 
engaged in doing things which the public considers against public 
interest, to the effect that he has changed his methods, until he 
shows fruits meet for repentance. The public demands today all 
the essential facts, in order that it may judge for itself. Illustra- 
tions of this point might be adduced almost without number from 
official sources. 

Take the latest government reports on some of the oldest and 
most respectable systems. If the official reports of the Interstate 
Commerce Commission in regard to the New York Central Rail- 
road and the O’Gara Coal Company,’ the Saline County Coal 
Company, and other coal companies can be trusted, the president 
of the road was playing with the treasury of the railroad exactly as 
if the treasury had been his own private property, and with a 
degree of speculation such as public opinion no longer indorses in 
the case of purely private property. 

Take the decision of the Interstate Commerce Commission 
in the recent Lehigh Valley case? The Commission finds that 
the Lehigh Valley Railroad Company was supporting the Lehigh 
Valley Coal Company, exactly as the New York Central Railroad 
supported the O’Gara Coal Company. Among other things, the 
Commission says: “Moreover, the Lehigh Valley Railroad Com- 
pany has been carrying amongst its assets certificates of indebted- 
ness of the Lehigh Valley Coal Company, amounting to $10,537,000, 
upon which no interest is collected. Interest on this indebtedness 
would be sufficient to pay a 1 per cent dividend on the stock.” 
It also charges that this company, which is so poverty-stricken 
that it is pleading for an advance in rates, is collecting in excess 

*63d Cong., 2d sess., House Document No. 1124, pp. 34-49 (June 9, 1914). 
Practically the same condition was found in all the coal-carrying roads. 

2 Document No. 1180, 29 I.C.C. 160. 
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rates alone an amount which, from 1903 to 1910, was sufficient 
to pay a 2 per cent dividend on the stock of the company. The 
road at the same time was playing its dividends up and down in 
a manner thoroughly demoralizing to the stock market and was 
meantime piling up an unjustifiably large surplus. 

The American public has made up its mind that a railroad is 
too closely connected with the life and welfare of the citizen to 
be made a subject of private speculation, even for the benefit of 
the treasury of its own corporation, much less for the private benefit 
of its officers and outside enterprises in which the officers are inter- 
ested as promoters and speculators. 

The claim of the railroads is that they need increased freight 
rates in order to sustain their credit, to enable them to secure 
sufficient capital for needed extensions and improvements. Not 
only college students, but the average uneducated man, has always 
been led to believe that, other things being equal, the price of a 
commodity or a security will depend upon the amount of the 
supply. Whether we take the New Haven financing, or that mar- 
velous and successful speculation on the Union Pacific under 
Harriman, or the equally successful speculation by the Great 
Northern in Northern Ore certificates, or the reports of the rail- 
roads themselves, the first thing that impresses any disinterested 
person is the enormous amount of railroad securities that have 
been offered in the last fifteen years. When we look at the improve- 
ments and extensions of the roads and equipment, important as 
these have been, we see at a glance that most of these issues have 
not been made for any improvement," or extension of the road, 
or its service, but for acquiring properties, usually at excessive 
values, frequently in direct violation or marked evasion of law, and 
for the purpose of acquiring a monopoly. Look at the New Haven, 
the Frisco, the Rock Island, Chicago & Alton, or even at the success- 
ful speculation of Harriman on the Pacific systems. The public 

t Brandeis, Other People’s Money, p. 165. The Union Pacific system on June 30, 
1912, had issued in fourteen years $375,158,183 (of which $46,500,000 had been re- 
funded). The issues were mainly “to supply funds for engaging in illegal combina- 
tions or stock speculations”’ (ibid., p. 139). The New Haven debts went up in nine 


years from $14,000,000 to $300,000,000, or an increase of $286,000,000. On June 30, 
1911, the system owed but $10,000,000 short-term notes; on June 30, 1913, $70,000,000. 
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raises the question, first, whether this pouring-out of securities was 
in any large measure in the public interest; next, whether it was not 
sufficient in itself to break the bond market, and increase the 
interest rate which the roads had to pay for money. Common 
American citizens, if not the railroad managers, are shrewd enough 
to disapprove of the issues for successful speculation such as Harri- 
man’s and Hill’s, quite as much as of the unsuccessful ones like 
Mellen’s. 

That general interest rates have gone up recently there can be 
no doubt. For example, the average rate paid by New York 
City on the issues of 1913 was 4.49 per cent against 3.89 per cent 
on the issues of 1908," or a rise of six-tenths of 1 per cent. It may 
well be questioned whether rates on railroad bonds have risen more 
than this. If they have, the public may properly ask whether the 
increase has not been caused by the reckless and unnecessary issue 
of securities for purely speculative purposes, by foolish issuing of 
short-time notes in enormous quantities, and, not least, by the 
ceaseless cry of the railroads that they are on the verge of bank- 
ruptcy, into which they are all inevitably going if they do not get an 
early increase of rates. It is probable that the credit of any non- 
monopolistic industry would be irretrievably destroyed? if its 
managers for long periods of time uniformly proclaimed that they 
were on the verge of bankruptcy. It is also worthy of note that 
the roads started their campaigns for increased rates before the 
general interest rates had materially increased. 

As the Belgians had rather die than submit to slavery and 
foreign domination, the American public had rather check prosperity 

? W. F. Gephart, “‘Demand for Capital in Relation to the Interest Rate,’’ Wash- 
ington University Studies, Vol. 1, Part II, p. 129. It appears that notwithstanding the 
enormous flooding of the market with railroad bonds mostly for purely speculative 
purposes—more than $4,000,000,000 in ten years—the interest rate in 1909 was but 
4.55 per cent against 3.90 per cent in 1899, an increase of but 65/100 of 1 per cent, 


as against a rise of 60/100 of 1 per cent in the case of New York City. Cf. I.C.C. 
Reports, Western Advance Rate case, p. 19. 


2 “Whatever of doubt has arisen in the public mind respecting the value of our 
railroad securities has come, we are convinced, rather from the too reckless policy of 
stock manipulators parading under the title of financiers, than from any course of 
governmental policy on the part of the American people.” —2zo I.C.C., 319 (February 
22, 1911). 











122 JOURNAL OF POLITICAL ECONOMY 


than to encourage or permit such speculation’ in these industries. 
This seems infinitely more important to the public mind than the 
question whether the railroads shall earn a fair rate of dividend 
on their watered stock, or even on the money the owners have 
themselves put into the railroads. The public is suspicious of the 
railroads, and, whether dealing with the freight rates, with the 
Puget Sound Extension accounts, the New Haven, the Rock Island, 
the Frisco, the Lehigh Valley, and the Great Northern general 
financing, and Northern Ore certificates, or, in fact, with any 
important phase of any great system, the public discovers that 
every time the Interstate Commerce Commission makes a real 
investigation into the affairs of any road, good or bad, things are 
unearthed which the public is not willing to tolerate, and this neces- 
sarily makes it suspect that the whole philosophy and theory of 
management is that of the old speculative, unregulated days. 
The secrecy and confusion of accounts add to this suspicion.? In 
the face of questions of such dominant influence—questions of 
absolutism in industry—the questions of a fair rate on a fair valua- 
tion, of necessary extensions, even of general prosperity, sink into 
insignificance in the public mind. This is the strife, this is the con- 
troversy, this is the attitude of the public; and until railroad 
managers can have instilled into their hearts more respect for 
popular opinion, and for real governmental regulation the strife 
must go on,3 and the whole country may be brought to the condition 
in which Texas finds itself to-day. When that happens, if it should 
happen, the results will be infinitely worse than in Texas, because 
the railroad managers have been able to do some building in Texas 
by virtue of the fact that they operate in foreign territory and can 

1 “Tt is not necessary today that opportunity should be given for the accumula- 
tion of enormous fortunes,” 15 I.C.C. 417. 

2“Tt would be difficult to devise a schedule better intended to confuse and to 
conceal than that employed in the development and operation of the Great Northern 
Railway System.”—15 I.C.C. 405. On the reluctance of railroad officers to reveal 
the facts in regard to railroad management see 63d Cong., 2d sess., Senate Document 
No. 544, p. 1, and pp. 97-101; and 31 I.C.C. 225. 

3 “Tt is a chimerical hope to overbear or outnumber the middle class: whatever 
modes of voting, whatever redistribution of the constituencies are really necessary 
for placing the government in their hands, those, whether we like it or not, they will 
assuredly obtain.”—J. S. Mill, Dissertations, II, 155. 
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thus ignore Texas laws. No foreign territory will be available 
as a basis of operations when the railroads of all the states are 
involved. 

To sum up, the difficulty is not one of individual morals or of 
personal character, but one of social philosophy. Those in control 
of our railroads want to manage them, use them, and speculate 
with them, as everybody speculated with purely private property 
in this country two generations ago. They resent, with genuine 
indignation, any proposition for government action that looks 
toward checking them in their desires and methods of doing busi- 
ness. They regard themselves as experts and their critics as 
demagogues and fanatics. They consider such suggestion as the 
violation of the most sacred rights of the individual. They ask, 
Shall one not be allowed to do as he pleases with his own?? In 
the judgment of the average railroad men, anything else savors of 
tyranny, oppression, fanaticism, socialism, and anarchy. They 
regard such attacks as the beginning of the end of civilization. 

On the other hand, public opinion has come round to believe 
that even in the case of the strictest private property the idea of 
private property and the law relating thereto must be so modified 
as to prevent anyone from using his private property so as to 
injure the common welfare? Furthermore, public opinion now 
supports the law in declaring that the industries now under con- 
sideration are no longer to be regarded as private property. Nor, 
under this view, is property affected with a public interest to be 
handled in the way in which we still permit private property to 
be treated. Above all, the public has made up its mind, once for 
all, that these industries are too intimately connected with the 

* Careful students are more and more feeling that there is a fundamental philo- 
sophic contradiction between private ownership with gain as its motive and the present 
demand that the railroads be used for the widest service with general social ends in 
view. It may prove in the end that the railroads are right in declaring that such 
regulation destroys the objects of private investments; cf. Ely, op. cit., I, 348-49: 
“We are endeavoring to unite two antagonistic principles, as is observed when we 
place together the expressions private property and pubiic utilities.” Again, on p. 224, 
Ely says: “‘ But social purpose is like geological force: it sweeps majestically on, over- 
riding all obstacles and shaping all institutions to its ends.” 


2 That this is the only workable theory of property is clearly shown by the long 
list of authorities cited by Ely, op. cit., I, 156-64. 
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economic welfare of the community and of all the citizens to justify 
the use of this property for speculative purposes, irrespective of 
the form that speculation may take. The insistent public demand 
is that this property be used for conscious social ends rather than 
for private speculation or even as a source of private fortunes. 

The public demand is, then, that the railroads be run as railroads 
and for the furnishing of transportation. The public also believes 
that if the roads are managed as mere transportation agencies, and 
not as means of developing mines and other property speculatively, 
the railroad managers will find quite enough to do to serve the pub- 
lic, to conserve their own resources, and in general to make ends 
meet, and to perform their duty as servants of the public. Further- 
more, the public, if it can get an adequate and non-discriminating 
transportation service, is perfectly willing to leave politics, prosper- 
ity, and the development of the country to Providence and the 
people. Indeed, the public would perhaps be willing to leave the 
education of public opinion to others than the railroads, and as for 
“‘prayers from the hills,” the public is apparently losing interest 
in the general subject of prayers, and demanding deeds, while, so 
far as interest still remains in prayers, the public would gladly 
place this burden elsewhere than on the already overburdened 
railroads. 

The public would like to see what financial results would 
come from a policy under which no issues of securities would 
be made or attempted, except for improving the transportation 
facilities, and where all the services rendered should be properly 
charged for and the charges collected. How much the income of 
the roads could be increased and the outgo lessened no one knows 
and the public is very slow to estimate.’ 

The Interstate Commerce Commission has time and again 
called attention to the relation of this point to the demand for 

* The Interstate Commerce Commission finds illegal free passes used in Tennessee 
on two small systems amounting to about $500,000 a year, while one road in Utah 


allowed over 7,000 trips on annual and trip passes in one month (31 I.C.C. 261, 264, 
and 26 I.C.C. 498). 

The Commission says, p. 264: “Such lists reveal the manner in which these 
carriers have dipped into practically every domain of public and private life through 
the instrumentality of the free pass The lack of morality reflected by the 
facts here compiled is a menace to the institutions of a free people.” 





THE RAILROADS’ NEED OF INCREASED RATES 125 


increased rates. In the Industrial Railway case (29 I.C.C. 217 


[1914]), it says: 

Indeed the very carriers that are augmenting their expense accounts and 
dissipating their revenues in this manner to the extent of many millions are 
now complaining that their present earnings are insufficient. 


And further: 

nevertheless before they may fairly ask the general public to share further in 
carrying their burdens it is manifest that the railroads must themselves properly 
conserve their sources of revenue by making every service rendered by them 
contribute reasonably to their earnings." 

In the face of such unquestioned facts as have come to the public 
notice, the people are not ready to improve railroad credit by an 
increase of rates, if that increased credit is to be a basis of security 
issues for illegal or speculative purposes. The public looks upon 
such a move as creating an endless-chain arrangement, where each 
increase furnishes the occasion and basis for the next. The people 
have discovered that it required large issues to pay even the bankers’ 
commissions for the speculation to say nothing of the public expense 
of checking and undoing the illegal acts.” 

Again, notwithstanding the complaints the roads make of 


inadequate rates, and of oppression by public opinion and by 
governmental action, it is generaliy believed that governmental 
action, by checking the granting of free passes, and local and per- 
sonal discriminations, and putting decided limitation on competi- 
tion, has added greatly to the total income of the roads, and that 
much more has been gained by the roads by these changes than 
has been lost by any compulsory reduction of rates. In other 


t The losses on improper allowances to the industrial railways above are esti- 
mated at $15,000,000 per year, in official classification territory alone (29 I.C.C. 266). 

So of the tap-lines (logging roads); the railroads make to these lines allowances 
estimated by the Commission at from $50,000,000 to $60,000,000 a year, most of this 
being in the nature of a rebate, or unjust discrimination, to favored shippers (23 
I.C.C. 278, 338; 32 I.C.C. 131). 

Time does not permit me to go into other similiar devices for lessening income or 
increasing expenditure for improper purposes, such as trap-car service, free lightering 
service, free tunnel service, free storage, free loading and unloading, contracts unduly 
favorable to private car-owners, express companies, sleeping-car companies, and so 
on almost indefinitely. 

2 For instance, it took two fat commissions to bankers to combine the Pacific roads 
illegally, and likewise two commissions to uncombine them. Brandeis, op. cit., p. 173. 





126 JOURNAL OF POLITICAL ECONOMY 


words, such apparent reduction of genera! freight rates results 
from a lowering of the average income per unit of transportation 
by taking on a larger proportion of low-grade freight at rates fixed 
voluntarily by the carriers under the impulse of competition and 
the desire to get business, rather than from any outside pressure. 
Nor is the public convinced that this voluntary lowering of the 
average ton-mile charge by the roads has been brought about by 
any scientific study of the situation, or even that much of the 
freight may not thus be voluntarily carried by the roads at an 
actual loss. It may be that what the roads really need is not a 
general increase, but a mere readjustment of rates and an abolition 
of all non-remunerative rates. 

Finally, the public is not willing to accept the criticism that it 
is demanding of the roads perfect administration such as may not 
rationally be required or expected of imperfect and fallible men. 
The public knows that all men make mistakes. What it demands 
of those in charge of our railroads is that they become trustees for 
the stockholders and seek to serve the public with proper trans- 
portation. They must no longer try to play Providence by develop- 
ing the country politically or materially in a speculative, autocratic, 
or absolute way. 

The public has made up its mind, once and for all, that no indi- 
vidual and no group of individuals can safely be judge in its own 
case, that effectual regulation is the only possible alternative to 
public ownership. It is not a change of morals, but a change of 
philosophy—of judgment—that is demanded. Everybody recog- 
nizes that vast improvement has been made in the last few years, 
but the belief is general that this has been done strictly as a result of 
the compulsion of public opinion and of the government; that those 
subject to this compulsion still feel as greatly outraged by it as a 
people unjustly attacked and conquered by arms feels toward its 
conquerors. They know they are hurt, but they are not ready to 
submit and to square their future action with their conquerors’ 
views. On the contrary, they are fighting for what they consider 
an important principle. 

The question in the public mind is simply: Are the railroads 
ready to show their full hands, to conduct their enterprises soberly 
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as public services, and, in general, to square their action completely 
with prevailing doctrines of law, ethics, economics, and social wel- 
fare? When they have done this, if they find the game not worth 
the candle, are they willing to transfer their property to the public 
for that just compensation guaranteed to them by the Constitution, 
or will they insist on trying to run the roads in a manner at variance 
with the deliberate, sober public opinion ? 

Private ownership with public regulation may, in fact, be 
logically unsound’ under present conditions, and may prove in 
the end unsatisfactory to both parties. However, if I am any 
judge of public opinion, the days of unregulated privately owned 
railroads or other monopolies are ended, and if public regulation 
proves, in the issue, incompatible with private profits, then the 
form of ownership will change for good or for ill. 


Joun H. Gray 
UNIVERSITY OF MINNESOTA 


t Brooks Adams in The Title to Property, p. 18, brings this out: ‘‘ Yet if monopolies 
are to submit to state regulation in prices on the one hand, and at the same time, on 
the other, are to be subjected to unrestrained attacks by workmen for advances in 
wages while workmen are indiiferent to profits, it is self-evident that sooner or later 
capital must, to protect itself, either seize upon the rate-regulating power, or else be 
ground between the upper and the nether millstone.” 





RAILWAY EFFICIENCY IN ITS RELATION TO AN 
ADVANCE IN FREIGHT RATES 


During the last four years there has been much discussion of 
whether the railways of the United States are efficiently operated. 
It is singular that this should have been so. Until lately it was a 
generally accepted view that they were operated with great skill 
and efficiency; and the assumption that this was the case was made 
the ground for many demands on them. Shippers called attention 
to the fact that they had strengthened their tracks, and reduced 
the curvature, had bought locomotives of greater tractive power 
and freight cars of larger capacity, and by these and other means 
had increased their carloads and trainloads. This increased effi- 
ciency, it was argued, had caused important economies, and by these 
economies shippers had a right to benefit through reductions in 
freight rates. Similar arguments were made for legislation reduc- 
ing passenger fares. Likewise, railway labor used the improve- 
ments which it was said had been made in track, equipment, and 
operating methods, the resulting economies and the consequent 
larger profits of the companies, as reasons for advances in wages. 

The railway managers “‘owned the soft impeachment’”’ that they 
were doing their work well, but objected to its being urged as a 
reason for reducing railway rates and earnings. But, beginning in 
1907, extensive reductions were made by government regulation in 
both freight and passenger rates; and at the same time railway 
labor commenced a series of movements which resulted in heavy 
advances in wages. The railway managers then began to try, not 
only to prevent further reductions, but to secure general increases, 
in rates. They first prepared tariffs providing for such advances 
in I9gI0. 

It was at this time that the charge began to be made that the 
troubles of the railways were chiefly due to the fact that they were 
inefficiently managed. It is worth while to recall how this charge 
originated, and the kind of evidence that has been introduced in 
support of it. Soon after the railways filed their tariffs in 1910 a 

128 
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mass meeting of shippers was held in Chicago at which Mr. Harring- 
ton Emerson, who had gained some reputation as an efficiency 
engineer, arose and declared that by adopting more efficient 
methods the railways could save $300,000,000 a year. This was 
the first time that the wholesale allegation of inefficiency was made. 
Perhaps that incident suggested to Mr. Louis D. Brandeis, who 
later appeared as an attorney for the shippers, his line of attack. 
At any rate, he called Mr. Emerson as a witness, who then made 
the famous assertion that by the application of the principles of 
“scientific management” the railways could save $1,000,000 a day. 

Doubtless many think substantial evidence was presented in 
support of this statement. This was not done. The Interstate 
Commerce Commission held in the opinion rendered by it in the 
eastern rate advance case in 1911: ‘‘ Upon the record we can hardly 
find that these methods (of ‘scientific management’) could be intro- 
duced into railroad operations to any considerable extent, much less 
can we determine the definite amount of saving that could be 
made.’ Yet in a single day the attitude of press and public was 
reversed. Before, it was argued that the railways could stand 
reductions in their rates because of their increased and increasing 
efficiency. Now, it was just as generally argued that their rates 
should not be advanced because they were inefficient! 

In the original rate advance cases, which were decided in 1911, 
the Interstate Commerce Commission held that the roads had not 
shown that they needed higher rates or larger net earnings. 
Although the discussion of efficiency may not have influenced the 
Commission’s decisions, it had an effect on the managements of the 
railways. Probably never were more energetic efforts made to 
economize than under the spur of the popular criticism started by 
Mr. Emerson and Mr. Brandeis. In some cases economy was 
carried to such extremes that temporary savings were made at the 
cost of permanent losses. 

Meanwhile, wages continued to advance. The demands of the 
public and regulating authorities for expensive changes or improve- 
ments in service continued to increase. The managements of the 
eastern railways found their efforts to maintain a satisfactory ratio 

t1.C.C. Rep., XX, 279. 
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between earnings and investment unavailing; and in 1913 they 
again appealed to the Commission, this time for a 5 per cent 
increase in rates. The Commission now employed Mr. Brandeis 
as its own special counsel. The result of the proceeding was that 
a minority of the Commission favored granting the petition of the 
railways, while the majority, although holding that net earnings in 
eastern territory were inadequate, granted an advance of 5 per 
cent in the rates applying on less than one-half of the tonnage of 
the Central Freight Association lines, and suggested a number of 
other means by which the Commission believed the railways could 
adequately increase their net revenues. 

There seems to be an impression that in this case Mr. Brandeis 
made attacks on the efficiency of the railways similar to those he 
made in the earlier cases, and that he convinced the Commission. 
In fact, he entirely changed his line of attack. He said almost 
nothing about “‘scientific management.” His brief seemed to 
imply that the railways had not increased their efficiency as fast 
as some other concerns, such as gas plants, which, he argued, had 
made advances in wages while keeping down or reducing their rates. 
But his oral argument conceded that they had made extraordinary 
economies in handling freight. The main reasons why they had 
not secured satisfactory net earnings, he concluded, were that their 
passenger-service expenses had increased faster than their pas- 
senger earnings, and that they were rendering many special terminal 
services in connection with the handling of freight for which they 
were receiving inadequate or no compensation, and had also made 
rates on many commodities which were unremunerative. 

These conclusions the Commission accepted. Now, obviously, 
there is a wide difference between these conclusions and the con- 
clusion that the management and physical operation of the railways 
are inefficient. 

This is the history of the discussion of railway efficiency in its 
relation to rates. It is a discussion which has had no considerable 
results, theoretical or practical. But the subject is one which it 
is desirable should be discussed if we can get it intelligently dis- 
cussed. It is important to the public that all industrial operations 
shall be efficient. On our industrial efficiency depends our per- 
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manent prosperity. On it depends. low costs of production, high 
wages, and relatively low prices at home, and success in winning 
markets abroad. How much the way any particular industry is 
managed affects the general prosperity depends on its magnitude. 
Because the railway industry is one of the largest, the way it is 
managed affects the prosperity of the public to a marked extent. 
Therefore the public has a special concern in the efficiency of rail- 
way operation, and it is desirable that it shall take an intelligent 
interest in it, for on public sentiment and railway regulation will 
depend in no small measure the way the railways will be managed 
in future. The subject of railway efficiency in its relation to an 
advance in freight rates, or to any other change in rates, suggests 
two lines of inquiry: First, as to whether the railways are effi- 
ciently operated, and, second, as to what weight should be given 
to the efficiency of their operation in regulating their charges. 

Before we discuss whether any concern is efficiently operated, 
we should decide what we mean by efficiency. Some call the Post- 
Office Department a model of efficient management. But they 
refer only to the quality of its service. There are no adequate data 
regarding the economy of its management; and the inadequate 
data available indicate that it is not economically operated. On 
the other hand, when Mr. Brandeis and others have criticized the 
efficiency of the railways they have referred, not to the character 
of their service, but to the economy with which they render it. 

In truth, the management of any business is not efficient if it 
renders good service or makes good products regardless of reason- 
able economy, or if it is run economically, regardless of the effect 
on its service or products. Efficient operation of a railway is the 
rendering as economically as practicable of such service as best 
furthers the public convenience and welfare. And in any line of 
business efficient operation consists in maintaining a proper balance 
between the quality of goods or service, and economy. 

By what standard or standards shall we measure the efficiency 
of our railways? If we might measure it by the efforts made to 
introduce economies and improve the service we should say they are 
very efficiently managed. For to those in close touch with the 
railway business its most interesting and remarkable feature is the 
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incessant striving by the officers of all ranks to develop and intro- 
duce better methods, devices, and equipment. There is constant 
rivalry between different roads in the making of such improvements; 
and yet there is the freest interchange of information concerning 
the new methods and devices tried and the results obtained. 
Whether you follow the work of the motive power and car depart- 
ment, or the engineering and maintenance of way departments, or 
the transportation department, you find the same multifarious, 
zealous, energetic efforts. On some roads there is more zeal for effi- 
ciency in some directions than in others; there is more zeal for 
efficiency on some roads than on others; on some there is a marked 
absence of zeal for efficiency of any kind. But we are dealing with 
the situation as a whole, and probably the managements of no other 
class of concerns in this country, and of no other railway systems 
in the world, strive more intelligently and energetically to increase 
the efficiency of their workings than the managements of the rail- 
ways of the United States. Consequently, our railways have been 
leaders in introducing many of the greatest improvements in trans- 
portation. They were the first to use the air brake, the automatic 
coupler, the automatic block system, the sleeping car, the steel car. 
They have led the world in increasing the size and capacity of cars 
and the tractive power of locomotives. 

But, after all, the question is, not whether the managements of 
the railways have exerted themselves to make their operations 
efficient, but how well they have succeeded. We might try, as 
some have, to measure their efficiency by comparing the increases 
in wages and other unit costs which have occurred in the railway 
industry and in the widely dissimilar industries of agriculture and 
manufacturing, and the relative extents to which they have been 
offset by economies effected by improved methods and machinery. 
Such comparisons would show that within the last fifteen years 
there have been increases in wages and other costs in all these great 
industries, and that while these increases have been accompanied 
by advances in the prices of agricultural products and of most manu- 
factured goods, they have not resulted in any advances in the 
average rates of the railways. So far as such evidence is pertinent 
it indicates that our railways have been managed more efficiently 
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than our farms and factories. But probably such comparisons are 
not of much value, except as they may tend to corroborate other 
more direct evidence. The differences between the industries of 
transportation, manufacturing, and agriculture are such that it is 
impossible to reduce to approximately comparable units either the 
means adopted in them to promote economy or the results obtained. 

The businesses of public utilities, such as street railways, gas 
companies and electric light and power companies, are usually 
regarded as more analogous to that of railways, and, as already 
noted, Mr. Brandeis has intimated that some classes of public 
utilities have been more efficiently managed than the railways, 
because they have dealt with increases in wages and in costs of 
materials without increasing, and even while reducing, rates. But 
for several reasons such comparisons also are of doubtful value. 
We have pretty full data regarding the increases in wages and in 
costs of materials on the railways as a whole, but our data concern- 
ing the public utilities as a whole, or even any entire class of them, 
are extremely incomplete and inconclusive. Perhaps one might cite 
groups of public utilities which appear, from the available data, 
to have been more efficiently managed than the railways as a whole. 
But it might also be possible to select individual railways or groups 
of railways the data regarding which might indicate that they have 
been managed more efficiently not only than the railways as a whole, 
but than any group or class of public utilities. The questions to 
be answered concern the efficiency of our railways as a whole, and 
the relation of their efficiency to an advance in rates for them as a 
whole; and a comparison between a selected group of public utili- 
ties and all the railways, or between a selected group of public 
utilities and a selected group of railways, would throw no light on 
these matters. 

Even though we had complete data regarding public utilities, 
any comparison between them and the railways would be likely to 
mislead; for there are certain fundamental differences between 
railways and public utilities which are often disregarded in discus- 
sions of public regulation of them. For example, each public 
utility is usually a monopoly, while each railway competes in serv- 
ice with numerous other railways. In the strife of competition, 
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especially for passenger business, each road must to a considerable 
extent sacrifice economy. Obviously, the management of a public 
utility having a monopoly should be more able to keep its expenses 
down to where theoretically they ought to be than can the manage- 
ment of a railway beset with the necessity of making expenditures 
to meet forms of competition which may actually grow more severe 
when traffic and earnings decline. 

Again, the businesses of most public utilities commonly show 
steady increases each year. If there are decreases they are usually 
small and temporary. Their services or products are such that 
once the public has begun to use them it is hard to reduce its con- 
sumption of them. If people have begun to cook with gas, to take 
water furnished by waterworks, to employ electricity for lighting 
purposes, they must continue to use almost the same amounts of 
them in bad times as in good. On the other hand, the traffic of 
railways undergoes wide fluctuations. The demand for most com- 
modities shipped as freight varies greatly in good times and bad 
times; and the supply of many commodities, such as agricultural 
products, also varies greatly. For these reasons, the managements 
of public utilities can estimate their future business, and what 
investments they can safely make and what expenses they can safely 
prepare to incur, with some accuracy. The railway, on the other 
hand, may have a big business this year which causes large addi- 
tions to be made to its organization and its investment in facilities. 
Just when these readjustments are finished its traffic may decline 
heavily. Either a rapid increase or decrease of traffic causes 
expenses to become excessive in proportion to earnings. In periods 
of traffic congestion expenses inevitably increase excessively. In 
periods of light traffic and car surpluses, such as we have had most 
of the time since the great car shortages of 1906 and 1907, fixed 
charges and operating expenses become relatively excessive because 
organizations and investments cannot be reduced in proportion to 
the decline in business. These disparities between the fluctuations 
in the businesses of public utilities and of railways have been 
extraordinarily great during the last fifteen years. 

For the foregoing and other reasons, fair and intelligent com- 
parisons between public utilities and railways must make great 
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allowances for differences in conditions. After some study of the 
subject, I am convinced that if approximate allowances could be 
made for these differences it would not appear that any class of 
public utilities has made greater increases in efficiency than the 
railways. 

There is another class of comparisons we can make. We can 
compare the conditions under which our railways operate and the 
results they obtain with the operating conditions and results of 
other railways. Here we should be comparing like things with like; 
and the conclusions reached might be fairer and more intelligent 
than those reached otherwise. Here also we meet great difficulties 
in the form of wide differences in conditions; but we can make 
approximate allowances for them. 

Let us then attempt a brief comparison of data regarding the 
economy of operation of the railways of France, Germany, and the 
United States. The railways of France and Germany are selected 
because they are the most efficiently managed railways in Europe, 
excepting, perhaps, those of Great Britain; and the British railways 
do not compile statistics which can be used satisfactorily for com- 
parative purposes. 

The main requisite to economical transportation, whether by 
water or rail, is the handling of traffic in large units. Other things 
being equal, the more passengers or tons hauled per car or train 
the less is the capital and operating cost of hauling each passenger 
or ton one mile. 

Passenger traffic in France is three times, and in Germany five 
times, as dense as here. The development of our passenger service 
has been greatly influenced by the fact that our people have never 
been divided into classes as have those of Europe; by the relatively 
great distances in this country, which make it necessary to furnish 
travelers comforts not needed where journeys are shorter; by our 
growing fondness for extravagance and luxury; and by the active 
competition in passenger service between our railways. These 
influences have prevented the division of the service into classes 
and have caused intense rivalry in providing a luxurious and much- 
duplicated through-passenger train service. It is these influences 
which probably explain why we have so many trains carrying 
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parlor, observation, and buffet smoking cars, valets, barbers, maids, 
stenographers, and so on—things unknown in Europe—and why we 
have such relatively small passenger train loads. At any rate, in 
France and Germany all but a small part of the travel is in day 
coaches, and the great bulk is in third- and fourth-class cars. 
Therefore the conditions there are in every way more favorable than 
here for securing large car and train loads. And so we find that 
while in this country the average number of passengers per train 
is 56, in France it is 65 and in Prussia-Hesse, 87. There can be 
little question that the railways of Germany and France handle 
their passenger traffic more economically in proportion than do 
those of the United States. But as population and passeiger 
traffic have grown our railways have substantially increased their 
passenger train loads. There was almost no increase in passengers 
per train in France between 1900 and 1910; there was an increase 
in Prussia-Hesse of from 80 to 87, or only 8.7 per cent; while 
the increase in the United States was from 41 to 56, or 36.5 
per cent. 

In their freight service our railways handle a larger proportion 
of bulky commodities than those of France or Germany, they get 
longer average hauls, and the average density of freight traffic here 
is greater than in any other country except Germany. The con- 
ditions for getting large carloads and trainloads are, therefore, 
relatively favorable here. The statistics indicate that the managers 
of our railways have taken full advantage of these conditions. 
Their average freight carloads and trainloads exceed those of any 
other railways. Between 1900 and 1910 the average tons per train 
in France increased from 144 to 181, or 25.7 percent. The average 
tons per train in Prussia-Hesse increased from 163 to 236, or 44.7 
percent. The average tons per train in the United States increased 
from 271 to 380, or 40.2 per cent; and up to 1913, there had been 
a further increase to 445 tons. These statistics show that our 
railways have developed to a higher degree than any others the 
art of handling freight in large units. 

The main purpose in increasing trainloads is to reduce the 
number of men employed to handle a given traffic and thereby keep 
down labor costs; and in consequence of this and other improve- 
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ments in their physical plants, equipment, and operating methods 
our railways have very greatly increased the numbers of passenger 
miles and ton miles handled per employee. The statistics in Table I 
show what these increases have been since 1890. 


TABLE I 








Tons Carriep ONE MILE | PASSENGERS CARRIED ONE MILE 
No. RAILWAY | 
EMPLOYEES 





Total Per Employee) Total . |Per Employee 





749,301 76,207,047,298 | 101,704 | 11,847,785,617 15,812 
1,017,053 | 141,596,551,161 | 139,140 | 16,038,076,200 | 15,759 
1,699,420 | 255,016,910,451 | 150,061 | 32,338,496,329 19,029 
1,815,239 | 301,398,752,108 | 166,038 34,575,872,890 | 19,047 


| 
| 

















The number of passenger miles per employee increased 20.4 per 
cent between 1890 and 1913. The number of ton miles per em- 
ployee increased 19 per cent between 1g0o and 1913, and 63 per 
cent between 1890 and 1913. 

Such data are evidences of efficient operation. But a railway 
might handle its passengers and freight in large trainloads, it might 
handle a large traffic per employee, and at the same time not be 
economically managed. Its capital might be wastefully invested, 
or skilful methods might not be used to keep down the cost of main- 
tenance of way and structures or of equipment. The ultimate test 
of efficiency is whether, considering the conditions under which 
their business is carried on, railways actually do transport passengers 
and freight at low cost. 

Among the most important factors to be given weight in ana- 
lyzing the capital costs and operating expenses incurred in handling 
a given traffic are the average distances the traffic is moved, for the 
shorter the average hauls, the greater in proportion to the number 
of passenger miles and ton miles will be the terminal expenses. 
Now, hauls in this country are long. For example, the average 
journey of passengers in the United States is 33} miles; in Prussia- 
Hesse, only 143 miles; and in France, 21 miles; and the average 
haul per ton in this country is 138 miles, while in Prussia-Hesse it is 
only 68 miles, and in France about 82 miles. These differences 
tend to make the average cost of handling a given passenger mileage 
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or ton mileage substantially more in France and Germany than in 
the United States. 

But there is another point of the greatest importance to be con- 
sidered. The average compensation of a railway employee in 
France in 1908 was $260 and is believed to be now somewhat over 
$300. The average compensation on the Prussian-Hessian rail- 
ways in 1910 was $380 and on all the railways in the German Empire 
in 1911, $392. The average compensation per employee on the 
railways of the United States in 1903 was $577; and in 1911, $724. 
How much greater in absolute amount and in proportion have been 
within recent years the increases in wages which our railways have 
had to meet than those which the railways of other countries have 
had to bear is perhaps illustrated by the comparative increases in 
wages on the railways of Germany and of the United States in the 
five years 1906 to 1911. Between these years the average annual 
compensation on the railways of Germany increased from $338 to 
$392, an advance of $54 per employee, or 16 percent. In the same 
period the average annual compensation on the railways of the 
United States increased from $588 to $724, an advance of $136 per 
employee, or 23 per cent. And by 1913 the average compensation 
per employee in this country had increased to $758, an advance 
within seven years of $170, or 29 per cent. Of course, only the 
increases already referred to in the amount of traffic handled per 
employee, which have been caused almost entirely by improvements 
in plants and operating methods introduced by the managements, 
have made it possible for our railways to stand so long such increases 
in wages without increases in their rates." Now, wages affect ter- 
minal as well as other expenses. They affect not only the amount 
which it costs to operate a mile of railway, but also the amount 
which must be spent to build and equip a mile of railway, and, 
therefore the amount of invested capital on which a return must be 
earned. These great differences between the wages paid in France, 
Germany, and the United States are surely at least an offset to the 

* Meantime, of course, there have been heavy increases in other expenses. For 
example, between 1906 and 1913 taxes per mile increased 56 per cent, while net operat- 


ing income per mile—in other words, the amount the railways had left after paying 
operating expenses and taxes—increased only 64 per cent. 
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differences between the lengths of the average hauls; for there is 
no reason whatever for regarding the American railway employee 
as more efficient, on the average, than the German or French rail- 
way employee. About one-fourth of all our railway employees are 
negroes, Mexicans, Asiatics, and Southern Europeans. 

Hz ving in mind the foregoing facts, let us see how the average 
capital investments and operating expenses of moving a passenger 
one mile and a ton one mile on the railways of France, Germany, 
and the United States compared. The following statistics are given 
in Table II: number of passengers moved one mile per dollar of 
capitalization (or capital cost) in 1910 on the railways of Germany, 


TABLE II 








United States 





Ton miles per dollar of capital cost ‘ R 18.4 
Passenger miles per dollar of capital cost.. ‘ : 2.1 
Ton miles per dollar of operating expenses : , 138.9 
Passenger miles per dollar of operating 

expenses : P 15.9 
Total traffic units per dollar of capital cost ; ’ 20.5 
Total traffic units per dollar of operating 
154.8 














France, and the United States; number of passengers moved one 
mile per dollar of operating expenses; number of tons moved one 
mile per dollar of capital cost or capitalization; number of tons 
moved one mile per dollar of operating expenses; and the total 
units of both kinds of traffic handled per dollar of capitalization 
and operating expenses. The passenger miles were fewer in pro- 
portion to capitalization and expenses on the railways of the United 
States than on those of France or Germany. But the number of 
tons moved one mile per dollar of capitalization and per dollar of 
operating expenses was very much larger on the railways of the 
United States than on those of either Germany or France; and the 
number of total units of passenger and freight traffic handled per 
dollar of capitalization and per dollar of operating expenses was 
much the largest on the railways of the United States. 

However, the public is affected by the results of railway invest- 
ment and operation chiefly through the rates charged. How, then, 
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do the rates in France, Germany, and the United States compare ? 
The average rate per passenger mile for each of these countries in 
the latest years for which statistics are available was, France, 1.08 
cents; Germany, 9.1 mills; United States, 2 cents. But these 
average rates do not represent similar services. Those for France 
and Germany include the low rates made for third- and even fourth- 
class services; and our railways render no service so poor as the 
third-class services in both those countries and the fourth-class 
service in Germany. The average rates for first class in those 
countries are higher than our average rates. For example, the 
average first-class rate in Prussia, in 1910, was 2.87 cents, which 
is more than our average passenger rate, plus our average sleeping- 
car rate. The second-class rate in Prussia averages 1.5 cents per 
mile; and the rates given are rather below than above those usually 
charged in Europe for the only classes of services that can be reason- 
ably compared with ours. 

As to freight rates, the average per ton mile in France was 13 
mills; in Germany, 13.7 mills; in the United States, 7.29 mills. 

The facts certainly indicate that, on the whole, our railways 
have been efficiently managed. They show that, while they get 
relatively long hauls, they have to pay much higher wages than the 
railways of Europe. They show that, in spite of this, they have 
developed to a higher degree than any other railways the art of 
transporting freight cheaply; and cheap freight transportation is 
much more important than cheap passenger transportation. They 
show that our railways have had to make great advances in wages 
in recent years—advances greater than those made by the leading 
railways of Europe; and yet so successful have they been in effect- 
ing economies that they have maintained their solvency while rates 
were actually being reduced; for average rates are lower now than 
they were eight years ago before the extensive advances in wages 
mentioned were begun. Such facts would seem to indicate, not 
inefficient operation, but on the whole highly efficient operation, 
even though it may be shown that in some respects the manage- 
ments have not measured up to satisfactory standards. 

Mr. Brandeis concluded that the main reason why the fixed 
charges and operating expenses of our railways have been increas- 
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ing faster than their earnings is that their passenger service expenses 
have been growing out of proportion to their passenger earnings; 
and he cited much evidence in support of this view. Probably in 
the main Mr. Brandeis was right. But does this indicate inefficient 
management? Only upon the assumption that the railways ought 
to have effectively resisted the public demands, and the statutes 
requiring competition, which have been among the chief causes of 
the development of such an expensive passenger service. Great 
economies could be introduced in our passenger service; but first, 
public opinion, the laws, and government officials would have to 
let the railways make the necessary reductions in the luxuriousness 
of their train service and the agreements, now illegal, prerequisite 
to reductions in the number of their passenger trains. 

Suppose it be conceded that, on the whole, our railways are 
managed with reasonable prudence and efficiency. What bearing 
has this on the question of rates? As a matter of public policy, 
rates as a whole should be such as to enable the railway companies, 
under efficient management, to secure enough capital to cause a 
steady improvement in railway service and adequate increases in 
railway facilities. On this principle, if the management of the rail- 
ways is, on the whole, reasonably efficient, and the net earnings are 
not sufficient to attract enough capital into the business, it would 
follow that rates should be advanced. But what rates, passenger 
or freight? My own belief is that the two classes of rates should 
be so adjusted that each branch of the service will contribute as 
nearly as may be practicable its proportionate share toward fixed 
charges and expenses; but that is a question of policy regarding 
which there is room for differences of opinion. 

When we have determined what are reasonable net earnings; 
when we have determined whether the railways as a whole are 
managed with reasonable efficiency, we are confronted with a new 
difficulty. This is that our railways are really not a single system, 
but many systems; that, for competitive reasons, the passenger and 
freight rates on all railways in the same territory must be substan- 
tially the same; and that no matter what rates we apply the net 
returns of the various companies will vary widely. Some persons 
protest against the rates being made high enough to yield a fair 





142 JOURNAL OF POLITICAL ECONOMY 


return on either the capitalization, capital investment, or valuation 
of the weaker lines, because this will enable the relatively strong 
lines to earn large profits. On the other hand, some persons pro- 
test against the rates being made such as to restrict the stronger 
lines to the lowest return that would be adequate for their needs, 
because such a policy would prevent the weak roads from earning 
any profits, and would bankrupt a majority of the railways of the 
country. 

There would seem to be only one fair and rational answer to all 
this. We must consider and deal with the situation as a whole. 
The reasons for the differences between the net returns earned by 
railways are various, and are similar to the reasons for the differ- 
ences between the material successes attained by different men. In 
every territory there are old roads which, because of their prior 
construction, enjoy advantages in respect of the location of their 
terminals, and of their connections with large and important indus- 
tries, which cannot be taken from them. In other cases there are 
roads whose engineers, in surveying and constructing them, have 
profited by mistakes made by the builders of the older lines to 
secure grades and curves which render operation less expensive. In 
other cases there are roads which in a general way are similarly 
situated physically, but in the efficiency of whose operation there 
are wide differences. The action of government can no more 
abolish the advantages which some railways have over others than 
it can abolish the differences between the inborn and acquired 
qualities of individuals. And it ought not to try to. All that 
government should do for individuals is to try to secure for them 
equality of opportunity; and that is all it should do for railways. 

Now, when the government adopts the policy of so regulating 
the rates of all the railways in a territory or in the country as to 
enable them, as a whole, to earn fair average net profits, this is what 
it will do. For under such a policy railways which are managed 
with less than average prudence and efficiency will earn compara- 
tively small net returns; those which are managed with ordinary 
prudence and efficiency will earn ordinary commercial profits; and 
those which are managed with more than ordinary prudence and 
intelligence will secure large, and perhaps in some cases very large, 
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net returns; and, while it will never be possible under this policy 
for all the roads to obtain, except perhaps temporarily, more than 
a fair average profit, it will always be possible for any individual 
railway, by increasing the efficiency of its management, to increase 
its profits. What more effective means could be used to attract 
into the railway business adequate capital, and at the same time 
so to stimulate the managements as to secure the greatest prac- 
ticable efficiency ? 

It will be asked, on what basis should we make our computations 
in order to ascertain whether a fair average profit is being earned. 
Should our basis be physical valuation, or property investment, or 
capitalization? That, in my opinion, is purely a question of public 
expediency. If the evidence and expert opinion show that on the 
whole the railways are being managed with reasonable prudence 
and efficiency, and that nevertheless their net earnings are not 
sufficient to raise adequate capital for their own good or that of the 
public, then, regardless of all mere theories as to the character of the 
relation of the railways to the public, or as to what is a “‘fair return” 
for them, a case has been made out for the public expediency of 


causing increases in their net earnings either by advances in their 
rates, by the imposition of special charges for special services, or 
by some other equitable and effective means. 


SAMUEL O. DUNN 
Railway Age Gazette 
Cutcaco ILL. 





AMERICAN FINANCE AND THE EUROPEAN WAR 


During the half-century that has elapsed since the Civil War, 
there has probably been no period of six months within which there 
have occurred transformations of so far-reaching a nature in Ameri- 
can banking and finance as during the half-year between July 1, 
1914, and January 1, 1915. It will be long before the full meaning 
and significance of these events are thoroughly understood; for 
what has been done cannot be finally interpreted until facts which 
have not yet been ascertained have developed their consequences. 
On the other hand, it would be impossible to forecast the ultimate 
effect of the European war should any one of certain tendencies 
which are still at least possible be fully carried out. What has 
already taken place, however, comprises a range of events full of 
important lessons and significant for the light they throw upon the 
methods to be employed in the near future in the management of 
industrial and commercial enterprises. This experience has been 
particularly rich in its bearing upon the relationship between 
banking and finance in the strict sense of the terms on the one 
hand, and the future of commerce and industry in general on the 
other. Though it be true that only hasty thinkers will endeavor 
to draw final conclusions from what has thus far occurred, it is, 
nevertheless, also true that much can be learned from the mere 
marshaling of recent events in their relation one to another. 


I 


Upon the outbreak of the European war, it was at once evident 
to all that very striking changes would result in every department 
of business life. There was, of course, at the outset no knowledge 
of the strategy or probable methods to be employed by any of the 
belligerents, and the general attitude of the business community 
was based upon the assumption that commerce would, for a time 
at least, become nearly impossible. As a corollary to that assump- 
tion, there prevailed the belief in many circles that American 
indebtedness to foreign countries would have to be liquidated in 
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cash, and that this process would result in draining away from the 
United States a corresponding amount of gold. It was natural, 
therefore, that the first phenomenon of the war should be the 
suspension of dealings which it was believed would promote this 
gold movement, or would cause more serious trouble in any direc- 
tion than would otherwise be inevitable. The closing of the prin- 
cipal stock exchanges of the country almost immediately upon the 
definite announcement that war was unavoidable was thus dictated 
by two considerations: (1) the belief that prices for stocks and other 
securities would be reduced to a point so low as to bring about the 
repurchase of the securities by Americans, who would then be 
obliged to pay for them in gold; (2) the belief that, in consequence 
of this reduction of prices, many bank loans based upon securities 
would have to be “called,” thereby bringing about failures and 
incidentally assisting in the movement of specie out of the country. 

In the case of the cotton exchanges, it was at once perceived 
that the cotton crop, which is so largely produced for export, 
could not now move abroad with any degree of facility, and that 
the demand for cotton would undoubtedly be slack. The very 
fact of the war, therefore, implied heavy reductions in the price 
of cotton, and the closing of the cotton exchanges was a measure 
of self-preservation on the part of the operators, who decided to 
protect themselves against the inevitable failures which would 
result from the fulfilment of existing contracts at very low prices. 
To close the exchanges would result in gaining time, and would, 
therefore, enable operators to meet their maturing obligations, 
besides perhaps affording an opportunity for actual recovery in 
cotton prices. This very fact, however, of the closing of the 
exchanges and the consequent removal of any other established 
method of determining prices for standard securities and for a 
staple like cotton involved most profound and far-reaching effects. 
The exchanges had closed in previous years, but never for the 
reasons which now controlled them. That they should close 
because of the fear of failure and the loss of gold implied a 
serious danger of disaster which appealed powerfully to the public 
mind, and which presented a problem that could not be explained 
away. The fact that, coincident with this closing of the exchanges, 
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international trade was practically suspended for several days, 
and was seriously interrupted for several weeks, until British 
vessels assumed virtual control of the North Atlantic, tended 
greatly to increase the public anxiety. It formed, apparently, 
good ground for the suspension of business operations and for the 
non-fulfilment of contracts, even when the very difficult conditions 
did not themselves compel a recourse to such methods. The fact 
that foreign countries had adopted legislation deferring the date 
when debts need be paid or contracts fulfilled, although not paral- 
leled here, produced a sympathetic influence upon business in the 
United States, which practically resulted in the partial or tentative 
adoption of a somewhat similar relaxation of commercial require- 
ments in many industries and branches of trade. 

It is notable that the Produce Exchange of New York and the. 
other grain exchanges of the country continued in operation and 
did an enormous business in spite of the prevailing conditions. 
This was due to the fact that grain of all kinds, provisions, and 
every sort of food-stuff were, for the time being, subject to a very 
rapid upward movement. It was early perceived that a long 
continuance of the war would bring about a steady advance in 
the prices of all food products, the markets for which are not de- 
pendent upon temporary fluctuations for support, but are subject 
to far-reaching and semi-permanent influences. The fact that 
these exchanges continued open while those whose staples were 
subject to decline closed so speedily, naturally produced its own 
effect upon the public mind. Many who had thought the ex- 
changes invariably faithful registers of price fluctuations were now 
reluctantly obliged to confess that this could not be the case, since 
those exchanges where prices were rising continued to operate 
without interruption, while those where prices were falling were 
obliged to suspend business. From one point of view, undoubtedly, 
the closing of the stock and cotton exchanges tended still further 
to deepen the attitude of dissatisfaction with these institutions 
that had been prevalent for some years among the American public. 
On the other hand, however, as time went on, it became clear that 
the exchanges of the country and the service they performed when 
in operation were being appreciated as never before by the con- 
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servative popular mind of the nation. With the exchanges closed 
it was seen that the lack of a regular and established market sub- 
ject to natural conditions meant suffering and inability to secure 
the advantage of free competition in the establishment of the 
price of products. This view was once more emphasized when, 
later on, the cotton exchanges reopened; for it was then seen that © 
the effect of trading upon the exchanges was to advance the price 
of the staple rather than to lower it, a view the precise reverse 
of that which had been originally prevalent for a long time past. 
Both in the psychological, as well as in the actual, effect of these 
closings, and in the influence the episode exerted upon public 
opinion, the suspension of the exchanges throughout the United 
States must be regarded as a fact of first-rate importance in the 
financial history of the United States during the European war. 


II 


Even without the suspension of certain classes of trading 
throughout the country, partially due as it was to the frenzied 
demand of European holders of American investments for money, 


the strain thrown upon our banks as a result of the great change 
in conditions would have been enormous. The closing of the 
exchanges, as already seen, had relieved matters to some extent 
by enabling the banks to avoid the calling of loans, and thereby 
to avoid the necessity of forcing customers into liquidation, with 
the resultant disastrous effect upon themselves. But on the other 
hand, the suspension of operations and the corresponding loss by 
the public would, it was felt, tend to the hoarding of legal-tender 
money. In order to meet this situation, the banks in many of 
the large financial centers sought to limit specie payments, taking 
out emergency currency and clearing-house certificates for the 
purpose of meeting their indebtedness to the public and to one 
another. The national currency associations, which had num- 
bered only eighteen up to the beginning of the European war, 
rapidly increased until they aggregated forty-four; and prompt 
preparations were made in Washington for supplying emergency 
currency, under the terms of the Federal Reserve act, to any 
such association as might need the notes. At the same time, 
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practically all of the clearing-house associations of the larger cities 
arranged for the issuing of certificates. Congress, still further to 
facilitate the work, adopted on August 4 and 15 measures amenda- 
tory to the Federal Reserve act, which had itself amended and 
extended the Aldrich-Vreeland law. Under these latest amend- 
ments, very much greater latitude was given for the issuing of 
currency, and the cost of such issues was reduced by lowering the 
rates of taxacion collected upon such emergency issues. These 
acts practically gave free range to the taking-out of emergency 
bank notes, and during the weeks succeeding their adoption, and 
prior to the opening of the new federal reserve banks, more than 
$350,000,000 was issued, the ultimate amount of the issues aggre- 
gating $380,000,000. How many clearing-house certificates were 
taken out is not known and cannot fairly be estimated; but it is 
probably well within the truth to say that they amounted to as 
much as, if not more than, the original issue of emergency currency. 
It would be a conservative statement, no doubt, to say that fully 
$700,000,000 of new media was injected into circulation within a 
short time. 

Obviously no field could have been found for the use of so great 
a total of new notes had there not been a more than equal with- 
drawal in other directions. Business was almost paralyzed at 
the outset, and has been more or less slack ever since. There has 
been no time when the call for a full currency supply was as great 
as it was before the European war. Fully $700,000,000, then, 
of lawful money must have been hoarded either by banks or 
by individuals. This, in fact, is doubtless what occurred, banks 
hoarding the cash by withholding it, so far as possible, both from 
one another and from the public; while the public hoarded lawful 
money by retaining it as it came into its possession, and applying 
to the banks for more supplies of circulating media, which were 
furnished in the form of emergency currency, made so plentifully 
available. Thus were placed in evidence two great phenomena 
of the financial crisis throughout the United States—the with- 
drawal of the usual forms of money, and the substitution for them 
of emergency notes protected, of course, by ample security in the 
form of commercial paper, but, so far as redemption was concerned, 
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backed only by a small reserve specifically set apart for them in 
the Treasury. A phase of this phenomenon was seen in the 
tremendous rise in foreign exchange rates, the rates becoming 
practically prohibitive and thereby causing what amounted to a 
suspension of financial relationship between the United States and 
foreign countries, particularly Great Britain. 


III 


It was early understood that the real difficulty and danger in 
the international situation did not lie in the superficial symptoms 
of trouble, but were found much deeper, being directly due to the 
fact that international business had been practically suspended 
as the result of the war. This was a factor of prime and material 
importance in the whole situation, because the maintenance of 
established relations between the United States and foreign 
countries was directly dependent upon the regular exportation of 
goods. As was customary during the summer months, there had 
been large expenditures by American tourists in Europe; and we 
had become indebted to other countries, particularly Great Britain, 
for material sums in excess of what we were currently able to 
liquidate. This was on the assumption, as usual, that such 
indebtedness would be liquidated through the shipment of agri- 
cultural products, particularly of cotton, the country’s principal 
cash crop. The breakdown of trade with Europe through the 
inability of vessels to run regularly at the outset of the war, and 
through the reduction of buying power, due to the interruption 
of all regular industrial, commercial, and financial operations, 
meant that in the absence of some restoration of the normal course 
of business it would be necessary to find other means of liquidating 
our obligations to foreign countries. The first phase of the diffi- 
culty was met by investigating the extent of international indebted- 
ness, which, in the absence of other means of payment, would 
necessitate the draining-away of gold from the United States. 
Such an investigation was undertaken by the Federal Reserve 
Board, which, by sending out questions to the principal inter- 
national bankers of the country, succeeded in forming a more or 
less trustworthy estimate of the indebtedness on current accounts, 
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these being, of course, of varying maturities extending over several 
months. The problem thus raised was how to provide for liquidat- 
ing the debts without losing so much of the underlying gold supply 
as to impair the convertibility of American securities, and therewith 
general confidence in American ability to meet obligations. The 
two chief proposals put forward for bridging over the period of 
difficulty were the establishment of a joint gold fund by the bankers 
of the country, and the undertaking of negotiations with Great 
Britain whereby some relaxation of foreign demands on the United 
States might be arranged for. These two phases of policy may best 
be cursorily sketched at this point. 

Since the new banks had not yet been established and could 
not be put into operation for some weeks, it was deemed desirable 
to furnish a makeshift substitute for the co-operative effort which 
would have been available for the relief of the situation had the 
banks been in existence. It was therefore determined to suggest 
to a number of representative bankers the establishment of a joint 
gold fund to be used in providing exchange on Great Britain, and 
to have this joint fund developed at the earliest possible moment. 
A letter was consequently sent out to the presidents of clearing- 
house associations throughout the country, under date of September 
21, in which request was made for subscriptions to a fund intended 
to aggregate about one hundred million dollars. This letter had 
previously been considered and approved at meetings of repre- 
sentative bankers summoned to meet in Washington on September 
4 and 19 respectively, and was, therefore, issued with their moral 
support. The answer to this invitation was prompt and effective, 
a total of over one hundred and eight million dollars being sub- 
scribed and rendered available. 

It was almost immediately evident that the operation of this 
fund was proving decidedly beneficial notwithstanding that only 
a comparatively small percentage of the amount subscribed was 
asked for, and that a still smaller percentage was actually used 
to furnish a basis for gold shipments. Nevertheless, it seemed, 
during the ten days immediately following the completion of the 
subscriptions, as if there might be need for still further relief to 
the situation. Some of those who were closely connected with the 
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administration of the gold exchange fund brought the subject to 
the attention of the Secretary of the Treasury and he extended an 
invitation to the British government to send representatives to 
this country mainly for the purpose of considering the possibility 
of further adjustment, in the event that the United States did not 
succeed in liquidating its indebtedness to Great Britain by the 
natural movement of commodities within a reasonably early 
period. The British government designated Sir George Paish and 
Mr. B. P. Blackett, who came to the United States and on October 
23 held a conference with the Federal Reserve Board. Subse- 
quently another conference, attended by a number of representa- 
tive bankers, was also held and the situation was discussed in very 
great detail. Meantime the establishment of a better understand- 
ing with reference to commodities to be considered as contraband 
and the more effective policing of the North Atlantic rendered 
possible the restoration of trade with European nations, and the 
development of the export trade proceeded with a speed which 
showed that current obligations of the United States to Great 
Britain and other countries would be liquidated at an early date 
without any necessity for further interference. By the time the 
reserve banks were ready to open, exchange sales on London had 
fallen to normal, and there was, therefore, no danger that when 
opened the reserve banks might, as was for a time feared by some, 
find their gold rapidly drawn away from them in order to meet the 
requirements of the gold export movement. 

In another way it was deemed desirable that the Federal 
Reserve Board should help to facilitate the restoration of customary 
conditions in the financial market. Almost immediately after the 
outbreak of war it was seen that, unless hostilities should terminate 
within a very much shorter period than anyone thought likely, 
serious injury would be inflicted upon the cotton-producing states. 
As is well known, the cotton crop is largely grown for export, about 
two-thirds of the total production of the United States being 
annually sold abroad. It happened that an unusually large crop 
had been planted and was approaching maturity at the moment 
of the outbreak of the war. This would in any event have depressed 
prices of cotton, even under ordinary conditions. The almost 
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immediate closing of the cotton exchanges of the country was, 
however, precipitated by reason of the interruption to the move- 
ment of cotton and the general understanding that, in view of the 
great area involved in the hostilities, it would not be reasonable 
to expect a normal demand for the staple to manifest itself. With 
the exchanges closed, and with shipments of cotton interrupted, 
the price was unstable and abnormally low, many sales undoubtedly 
having occurred at five cents per pound. Inasmuch as the cotton 
crop is raised very largely upon credit, it was necessary to provide 
some means whereby the southern planter could be assisted to such 
extension of accommodation as he might require in meeting the 
obligations he would ordinarily have provided for by the sale of 
his crop in the open market. Various suggestions were brought 
to the attention of the Federal Reserve Board, one of them being 
that of Mr. Festus J. Wade of St. Louis, who suggested, both to 
the Board and to the Secretary of the Treasury, the establishment 
of a cotton loan fund somewhat similar in purpose and management 
to the gold exchange fund. After very anxious consideration, 
the conclusion was reached that some measure of the sort would 
probably furnish relief to cotton-growers. Various conferences 
were held with banking interests for the purpose of securing their 
co-operation and advice in regard to the matter. Ultimately the 
bankers of New York pledged fifty million dollars in subscriptions 
to the fund, provided that fifty millions more should be raised 
from other bankers in non-cotton-producing states. It was under- 
stood that to the one hundred million dollars thus raised should 
be added thirty-five million dollars contributed by the bankers of 
the cotton-producing states under a special plan devised for that 


purpose.* 
IV 


It was not, however, through any of these artificial means 
that real relief was brought to the community. While bankers 
were laboring to perfect the gold fund, and while the negotiations 
with Great Britain were in progress, foreign trade was being 


A fuller account of the gold fund and cotton loan plans will be found in the 
First Annual Report of the Federal Reserve Board, Washington, January 15, 1915. 
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re-established through the effective policing of the North Atlantic, 
the re-establishment of demands, and the resumption of the ordi- 
nary course of business. What took place during the months of 
August and September can be understood from the comparative 
figures for importation and exportation which make an impressive 
showing of the suffering to which the United States was subjected 
through this decline in business. With the opening of October 
there came,’ however, a decided improvement. Time had now 
been given for the establishment of norma! conditions. From 
that date the figures for foreign trade are worthy of study in detail, 
more particularly as never before have they been available by 
weekly periods. 

Table I shows the gradual restoration of exports and the growth 
of a balance in favor of the United States. The figures which have 
thus been compiled show the steady increase of exports, indicating 
the resumption of normal trade. They also show—and this is the 
significant feature of the tabulation—the steady growth of the sur- 
plus of exports over imports. The sum of these surpluses indicates 
the rate at which the United States was able to pay off its indebted- 
ness to foreign countries by the natural process of sending goods to 
them. For the month of November the showing becomes especially 
impressive and interesting, as by that time the movement of 
recovery had had sufficient opportunity to make headway to an 
extent warranting the belief that trade had been definitely restored 
to its natural level. Very detailed analysis of these figures would 
be interesting; but it is probably sufficient to comment at this 
point upon figures for the month of November as compared with 
the preceding period of the years 1914 and 1913. 

The imports for November, 1914, totaled $126,467,007, against 
$138,080,520 in October, $139,710,611 in September, and $129,- 
767,890 in August, and were $21,769,529 less than in November, 
1913. In November, 1914, exports totaled $205,766,424, against 
$194,711,170 in October, $156,052,333 in September, and $110,367,- 
494 in August, and were $39,772,618 below those for November, 
1913. This falling-off included a decrease of $71,401,324 in cotton, 
all other articles, as a whole, showing a net increase of $31,628,706. 
The excess of exports over imports for November, 1914, was 
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$79,299,417, compared with $56,630,650 in October, $16,341,722 
in September, and an import balance of $19,400,406 in August. 
Of the November imports, 62.1 per cent entered free of duty, 


TABLE I 


Imports AND Exports AT THE PRINCIPAL Customs DISTRICTS FOR THE MONTHS 
or OctoBER, NOVEMBER, AND DECEMBER 








Imports Exports 
Week ending October 10 


Districts Imports Exports 


Week ending October 17 





Massachusetts (Boston). ... 


$ 2,192,374 
18,346,168 
1,063,657 
417,440 
1,777,788 
298,215 
737;735 
2,388,502 
936,012 
651,110 


$ 2,365,133 
17,969,983 
1,612,066 
2,479,548 
2,463,275 
4,459,871 
544,459 
876,952 
2,118,457 
No data 


$ 2,543,606 
17,109,271 
1,468,513 
366,901 
483,110 
95,088 
946,329 
972,785 
435,837 
351,318 


$ 1,564,406 
15,139,582 
403,264 
1,348,598 
3,093,045 
2,877,608 
1,125,863 
214,024 
1,139,138 
1,727,933 





$28,809,001 


$34,889,744 


$24,773,358 


$28,633,461 





Messed (Baltimore) 
New Orleans 


Week ending October 24 


-| $ 2,560,383 


16,406,210 
1,167,244 
804,574 
1,067,652 
205,574 
4,618,521 
971,819 
602,309 
457,089 


$ 1,356,599 
21,410,546 
1,253,533 
988,247 
2,499,532 
2,842,729 
3,418,508 
1,754,444 
1,091,979 
1,582,499 


Week endings 
$ 1,412,730 
17,294,322 
1,179,982 
482,725 
842,224 
129,025 
1,165,620 
1,252,996 
521,493 
369,388 


g October 31 
$ 2,369,386 
23,279,869 
1,279,917 
1,509,004 
3,521,054 
7,141,548 
2,073,911 
965,757 
1,548,617 
2,206,509 





$28,951,975 





$38,198,616 


$24,650,505 


$45,895,572 














Imports 


Exports 


Imports 


Exports 





Massachusetts (Boston)... . 


Galveston : 


Washington (Seattle) 
Buffalo 


| 
Week ending November 7 


$ 1,296,829 
16,627,215 
954,412 
455,630 
1,649,529 
192,159 
1,944,448 
1,928,607 
723,018 
358,048 


$ 2,477,461 
17,971,935 
1,809,165 
2,751,189 
1,456,047 
4,641,310 
1,310,046 
926,805 
1,266,249 
2,035,560 


Week ending’ 


$ 1,718,443 
16,656,206 
997,543 
443,641 
1,292,414 
544,957 
698,444 
1,837,199 
942,436 
579,705 


November 14 

$ 2,920,324 
24,164,987 
1,889,552 
3,300,981 
3,567,787 
5,439,332 
1,718,190 
1,097,999 
1,178,543 
2,309,635 








$26,129,895 





$36,645,767 





$25,710,988 


$47,587,330 
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TABLE I—Continued 
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Imports 


Exports 


Imports 


Exports 





Massachusetts (Boston)... . 


New York 


Michigan (Detroit) 
Virginia (Norfolk) 


Week ending | 


$ 988,964 
18,033,382 
1,122,742 
623,558 
822,988 
201,775 
1,719,208 
342,852 
384,742 
593,913 


November 21 
$ 956,457 
19,833,708 
1,958,644 
2,638,692 
2,188,007 
5,946,181 
1,232,975 
1,215,437 
I,I 15,1 24 
2,132,312 


Week ending 
$ 2,326,155 
17,156,099 
779,450 
263,209 
892,153 
176,284 
678,694 
2,155,709 
1,157,323 
340,926 
134,706 
633,849 


‘November 28 
$ 1,687,779 
17,578,812 
1,471,081 
2,866,686 
4,928,470 
6,158,622 
2,474,085 
1,535,091 
1,175,280 
2,150,509 
1,070,158 
279 





$24,834,124 





$39,217,537 


$26,685,557 


$43,098,852 











Imports | Exports 


Imports 


Exports 





Massachusetts (Boston)... . 


New janki 


Maryland (Baltimore) 
Ne Ore (Norfolk) 
Or 


Week ending 
$ 927,186 
16,496,862 
939,333 
177,484 
141,301 
1,136,162 
146,490 
1,832,893 
869,188 
967,008 
785,295 
552,082 


December 5 
$ 3,761,361 
20,029,048 
1,961,983 
2,073,541 
80,407 
5,143,233 
9,995,744 
818,538 
1,415,196 
592,323 
70,000 
1,779,252 


Week ending 
$ 1,714,398 
16,811,612 
660,879 
359,187 
142,999 
637,912 
230,560 
1,075,183 
905,286 
791,482 
637,756 
461,192 


December 12 
$ 2,017,940 
23,512,539 
1,857,063 
1,436,449 
59,041 
3,748,359 
6,970,645 
2,032,906 
994,016 


1,708,033 





$24,968,284 


$46,820,626 


$24,428,446 


$45,417,932 





phi 
Maryland (Baltimore) 
Virginia (Norfolk) 
New Orleans 


San Francisco 
Washington (Seattle) 


Chicag 


-| $ 1,413,076 


Week ending 


13,955,724 
858,645 
372,146 

78,749 
1,909,454 
161,424 
706,062 
1,377,838 
572,729 
579,590 
426,004 
538 


December 19 
$ 1,532,375 
20,092,628 
7575302 
3,938,553 
1,101,196 
6,593,949 
8,130,528 
1,517,912 
784,966 
1,262,240 


1,564,182 
2,164,411 


Week ending 
$ 2,468,535 
12,002,118 
1,013,303 
359,014 
111,714 
478,634 
114,091 
544,734 
820,429 
414,232 
446,592 
472,787 
13,739 


December 26 
$ 3,665,480 
15,105,813 
1,656,320 
695,309 
731,044 
3,782,735 
6,740,120 
1,477,259 
493,670 
1,025,603 


1,564,207 
1,729,578 








$22,411,979 


$49,440,242 








$38,667,729 
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against 61.7 per cent in November, 1913, and 58.6 per cent in 


November, 1912. 


Comparing the trade movements in the eleven 


months ended November 30, 1914, with those of a like period of 
1913, imports for 1914 showed a total of $1,674,619,401 against 


TABLE II 








Month of November 


Eleven Months Ended with November 





Groups 


1913 


1914 


1913 


1914 





IMPORTS 
Crude materials for use in 


Food-stuffs in crude a 
tion and food animals 
Food-stuffs _ partly or 
wholly manufactured . . 
Manufactures for further 
use in manufacturing .. 
Manufactures ready for 
consumption 


$ 46,789,621 
25,371,847 
15,575s722 
23,784,351 


35,149,509 
1,565,486 


$ 38,120,210 
19,836,436 
13,482,343 
21,436,283 


31,858,958 
1,732,832 


$ 542,499,782 
190,868,307 
181,583,295 
311,982,083 


368,822,918 
12,814,524 


$ 563,731,584 
216,771,040 
240,089,283 
259,838,604 


378,625,288 
15,563,567 





$148,236,536 


$1 26,467,062 





$1,608,570,909 


$1,674,619,456 








Crude materials for use in 


Food-stuffs in crude con- 
dition and food animals 
Food-stuffs partly or 
wholly manufactured . . 
Manufactures for further 
use in manufacturing . . 
Manufactures ready for 
consumption 
Miscellaneous 


$118,225,262 

8,879,251 
29,908,437 
28,146,671 


57,654,126 
561,321 


$ 42,346,511 
36,890,642 
36,158,374 
25,660,658 


53,238,328 
5,704,710 


$ 671,565,045 
159,610,372 
297,025,563 
367,123,279 


715,071,449 
745,425 


$ 433,385,903 
223,655,840 
271,146,186 
316,130,287 


$72,782,902 
%3,312,420 





Total domestic ex- 
rts 


$243,375,068 
2,163,074 


$200,008, 223 


5,870,110 


$2,217,801,133 


33,021,531 


$1,830,413,538 
37:577:954 





$245,539,042 





$205,878,333 





$2,250,822,664 








$1,867,991,492 





$1,608,570,909 for 1913; and 


against $2,250,822,664 for 1913. 


exports for 1914, $1,867,879,583 


Imports of gold in November, 


1914, totaled $7,391,729, against $7,040,782 in November, 1913; 
and in the eleven months, $53,278,678, against $58,631,475 in the 
corresponding period of 1913. Gold exports in November, 1914, 
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aggregated $14,526,482, against $6,662,958 in November, 1913; 
and in the eleven months, $222,485,232, against $81,226,017 in 
the same months of 1913. 

By way of summary may be cited the comparative figures for 
the month of November, 1914, and for the eleven months preceding, 
as classified by groups of articles (Table II). 

Thus while trade for the period in question was below its normal 
level, it is seen that the decline was largely in a limited group of 
articles, whose foreign demand had been impaired by the unusual 
and abnormal conditions existing abroad. 


V 


With foreign trade in a fair way to recover, it was still necessary 
to secure a restoration of normal trade conditions within the United 
States, and for this purpose the thing most fundamentally neces- 
sary was the setting in motion of the federal reserve banking 
system which had been provided for by act of Congress the 23d 
of December preceding. The time intervening between December 
23, 1913, and the opening of the war had been occupied in carrying 
out the preliminaries of organization; but it still remained for the 
Federal Reserve Board, the controlling mechanism of the new 
system, to appoint officers and to provide for the active operation 
of the banks under its direction. The first detail to which the 
Board necessarily addressed itself was the completion of the boards 
of directors of the several institutions, it being necessary to select 
and elect three in each institution, or thirty-six in all. The task 
required an elaborate process of comparison of the names and 
qualifications of the several candidates and was not completed 
until early in October. With the announcement of the thirty-six 
directors, it was possible to proceed to the active opening of the 
institutions. The Board called for the first payment of capital 
stock on November 2, and the Secretary of the Treasury, who by 
law had been vested with that function, named November 16 as 
the actual date for opening. 

In view of the urgent character of the situation regarding the 
establishment of the banks, it was not considered possible to formu- 
late in advance of their opening a complete set of regulations with 
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reference to their conduct in all matters, and the Board determined 
to pass at the outset upon those matters only which were deemed 
absolutely essential to placing the banks immediately in operation. 
It was felt that the regulations concerning discount operations and 
commercial paper in general were fundamental, and that they 
should be granted first place in any scheme of organization which 
might be undertaken. The result was the preparation of a docu- 
ment addressed to all federal reserve agents, sent to them as 
Circular No. 13, in which the Board set forth its views with 
reference to the character of operations that should be under- 
taken by the banks, particularly at the outset. In this it was 
recommended that the reserve banks confine themselves strictly 
to short-term, self-liquidating paper growing out of commercial, 
industrial, and agricultural operations, in the narrow sense of the 
terms, and that particular care should be taken not to discount or 
purchase paper which had been issued for the primary purpose of 
increasing the capital investment of any business." 

It was considered of primary importance that, so far as possible, 
the cash to be paid into the banks at the outset should be drawn 
from the vaults of the contributing member banks. Inasmuch 
as the act provided that capital should be paid in gold or gold 
certificates, it was to be assumed that the bulk of such payments 
would, in any event, be made from the vaults of the member banks. 
Reserves, however, might, of course, be paid in any form of lawful 
money; and the act itself had expressly provided that one-half of 
the reserve instalments might be paid in the form of rediscounted 
paper. It was therefore necessary to appeal to the good judgment 
and spirit of co-operation of the member banks, in order to induce 
them to abstain from establishing reserves through some means 
other than that of a direct deposit of cash from their own vaults, 
and to pay, so far as possible, the sums that were due from them 
to the reserve banks on reserve account in the form of gold or 
gold certificates. With this in mind, the Board transmitted to 
member banks on October 28 its Circular No. ro, in which banks 
were urged to make their payments in the manner already indi- 
cated. As a special inducement, reserve banks were authorized 

* Cf. First Annual Report of the Federal Reserve Board, p. 9. 
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to pay the express charges upon the sums thus sent to them by 
member banks. 

The consolidated statement issued on the Saturday following 
the opening of November 16, and showing the condition as of the 
evening previous, indicates how fully the banks complied with the 
suggestions thus made to them. The statement referred to, con- 
stituting the first of the weekly statements issued by the Board in 
accordance with the Federal Reserve act, is herewith presented in 
tabular form (Table III). It shows that at the end of the first week’s 


TABLE III 


STATEMENT OF COMBINED RESOURCES AND LIABILITIES OF THE FEDERAL RESERVE 
BANKS OF THE UNITED STATES OF AMERICA AT THE CLOSE 
oF BusINESS NOVEMBER 27, 1914 


November 27, November 20, 
1914 1914 
$227,840,000 $203,415,000 


Resources 
Gold coin and certificates 
Legal-tender notes, silver certificates, and subsidiary 
37,308,000 





$240,723,000 


Rediscounts and loans $5,607,000 


All other resources 


95,000 





Total resources 


$ 18,050,000 
249,268,000 
2,700,000 


Capital paid in 
Reserve deposits 
Federal reserve notes in circulation 


$246,425,000 


$ 18,072,000 
227,138,000 
$ 1,215,000 





Total liabilities 
Gold reserve against all liabilities 
Cash reserve against all liabilities 
Cash reserve against all liabilities after setting aside 
40 per cent gold reserve against federal reserve 
notes in circulation 103.70 per cent 


$270,018,000 
go per cent 
104 per cent 


Discount and loan maturities 
Within 30 days 
Within 60 days 


$5,857,000 


$7,383,000 


$246,425,000 


89 per cent 
105 per cent 


105 per cent 


operations there had been paid into the reserve banks a total of 
$221,880,000, of which a very large percentage was either in gold 
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or in gold certificates. Owing to the co-operation of the member 
banks, this transfer was accomplished without danger or incon- 
venience. 

The question of a discount policy had next to be disposed of, 
for it was generally conceded that the adoption of a uniform, 
consistent policy to be pursued by all was practically necessary to 
the smooth working of the system. Each reserve bank submitted 
its views with respect to the rate of discount properly to be applied 
in its region, but upon tabulation and comparison of these results, 
it was found that they varied comparatively little, the rates ranging 
from 5 to 7 percent. A study of the existing state of affairs con- 
vinced the Board that at the start conservatism should be the 
guiding policy in establishing discount rates, and it was conse- 
quently voted to set the rates of discount at from 5} to 6} per cent, 
with subsequent changes, as shown in Table IV. 


TABLE IV 








Maturities of Maturities of icultural and 


ays In- 
uaive of Over 90 Days 


30 Days and ww ~ be Days to Live Stock Paper 
Less el 





Per Cent Per Cent 


San Francisco. . 4 




















The important effect of the establishment of these rates of dis- 
count was to prevent accommodation from being asked by member 
banks except in those cases where there was a real need for it, since 
the rates were too high to encourage the borrowing of funds from 
the reserve institutions simply for the sake of undertaking new 
operations or of extending those already in existence. As was 
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expected, therefore, the amount of accommodation applied for at 
most of the banks was relatively small. 

The establishment of the system had, however, greatly re- 
lieved the banking situation even without such loans at the 
reserve banks. Sec. 19.0f the Federal Reserve act provided for 
a readjustment of reserves upon a new and lower basis, cutting 
the percentage of required reserve in central reserve cities from 
25 to 18 per cent of outstanding demand deposits, with 5 per cent 
outstanding time deposits; the required percentage in reserve 
cities from 25 to 15 per cent of demand deposits and 5 per cent 
time deposits; the percentage of reserve in country banks from 
25 to 12 per cent on demand deposits and 5 per cent time de- 
posits. This readjustment, by the terms of the law, took effect 
immediately upon the establishment of the new banks, i.e., on 
November 16. From the outbreak of hostilities in Europe, there 
had been a difficult reserve situation in most of the financial 
centers, New York banks particularly being much of the time largely 
under their reserve requirements because of the heavy drafts made 
upon them by interior banks and by the public. The change in 
reserve requirements, however, made a very material alteration 
in this condition of affairs, and released, not only in New York, 
but throughout the country, a very considerable amount of funds 
which had previously been held by the banks in order to bring 
themselves within the requirements of law. Precisely what amount 
of reserves was thus released throughout the country has not been 
accurately estimated, and probably cannot be. It is, however, 
an undoubted fact that the release of actual cash was very large, 
and that the release of lending power as computed on the basis 
of reserves on the part of member banks was correspondingly larger. 
Member banks were thereby enabled to extend loans to their 
customers very much more freely than they had previously been 
able to do, while at the same time they were able to grant lower 
rates of interest in due proportion. The prevailing rate of discount 
for prime commercial paper in New York at the beginning of 
November was about 6 per cent, while other paper was considerably 
higher than that figure, and even more difficult conditions pre- 
vailed elsewhere. The opening of the reserve system enabled 
New York banks, because of the very great relief given to them 
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through the release of reserves, to reduce this rate largely, and 
within two weeks after the new banks had come into existence 
prevailing interest rates for the best paper went as low as 3} per 
cent and 4 per cent while acceptances, which had been provided 
for by the Federal Reserve act, were marketed at a still lower 
rate. In some parts of the South, northern bankers were able to 
grant accommodation as low as 4 per cent and in considerable 
amounts. In view of the greater ease and material relief which 
was thus accorded, the federal reserve banks were naturally not 
called upon to assist member banks with accommodation, such 
banks naturally refraining from asking aid when they themselves 
were fully able to meet the situation. 

The opening of the reserve banks released, as already shown, 
a large amount of bank funds, and thereby rendered it -possible 
to extend many loans which otherwise could not have been carried 
by the banks. It was also seen, soon after November 16, that the 
existence of the cotton fund, as was the case with the gold fund, 
had done its work by stimulating confidence and by leading to a 
more liberal extension of credit. With the cotton fund available 
for long-time loans, and with short-term credit much more freely 
extended by member banks in view of the reduction of national 
bank reserve requirements, it was possible for the reserve banks 
to open with full confidence that the work thus done in safeguarding 
the situation would relieve them from undue strain, while fully 
protecting the cotton-producers who were willing to pay a moderate 
rate of interest in order to carry their cotton until such time as 
would enable them to realize full market value for it. 

As has been shown by the Secretary of the Treasury in his 
annual report,’ an early phenomenon of the war was the issue by 
clearing-houses in many cities of clearing-house certificates. Simul- 
taneously therewith large quantities of emergency currency were 
issued under the provisions of the act of 1908, which had been 
amended and extended by the Federal Reserve act, and which were 
still further amended by Congress on August 4, so as to permit the 
freer issue of notes, in the manner described at an earlier point in 
this discussion. As already indicated, the total amount of the 

* Report of Secretary of the Treasury, December 7, 1914. 
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emergency currency taken out by associations had aggregated about 
three hundred and eighty million dollars, but it is probable that the 
clearing-house certificates were issued to a considerably larger sum. 
The channels of circulation were thus clogged long before the end of 
the summer, notwithstanding the fact that large quantities of gold 
and gold certificates were withdrawn and hoarded either by banks 
or by individuals. This condition of affairs made it certain that 
the reserve banks, upon their organization, would not be instantly 
pressed for the issue of reserve notes. Two factors combined to 
produce this result—the circumstance that many banks had placed 
their best paper with the national currency associations in order 
to protect emergency currency, and the further circumstance that 
the tax on this currency at the lower rate established by Congress 
would not, for some considerable time, be likely to approximate 
the rate of discount which every bank would have to pay to federal 
reserve banks in order to get the rediscounts that would enable 
them to obtain the notes they needed. Combined with these 
factors was, of course, the natural inertia which in all such cases 
tends to prevent the withdrawal of one kind of currency and the 
issue of another. Upon the organization of the federal reserve 
banks, moreover, the urgent pressure for note accommodation 
passed away as quickly as it had come. Gold reappeared in circu- 
lation at an early date, and the retirement both of the clearing-house 
certificates and of the emergency currency was undertaken. In 
those cities where rates of interest on clearing-house certificates 
were very high, the reserve banks aided in the retirement of the 
certificates remaining in circulation. 

The emergency currency itself immediately began to be retired 
by its issuers, more than three hundred million dollars of it being 
now withdrawn, thus leaving in circulation today probably not 
to exceed seventy-five millions. It may be expected that with the 
lower rates of discount prevailing at the reserve banks, and with 
the continually heightening rate of taxation which the emer- 
gency currency has to pay, there will be a gradual conversion of 
such currency into federal reserve notes, at least for that portion 
of the supply which may be regarded as needed for some time to 
come. Thus far there has been little of this conversion for the 
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reasons already stated. Had the reserve banks been in operation 
at the beginning of August, they would naturally have supplied 
the great volume of currency which was called for; but not having 
done so, a field of business which would naturally be theirs has been 
temporarily taken from them by reason of the fact that it was 


occupied by the clearing-house certificates and emergency notes." 
* First Annual Report of the Federal Reserve Board, p. 16. 


VI 


The result of the restoration of trade, banking, and credit to 
earlier and more normal conditions has been steadily apparent. 
Cotton exchanges reopened on November 16, and stock exchanges 
opened for restricted trading shortly thereafter. In brief, by the 
close of the year, the phenomenal conditions growing directly out 
of the European war had been met and overcome. It is a notable 
fact that, under the wholly unusual circumstances prevailing, the 
recovery was so prompt and effective. What share in this early 
improvement is to be assigned to the organization of the new bank- 
ing system and to the effectiveness with which the Treasury Depart- 
ment co-operated in meeting the needs of the country cannot 
accurately be stated, and will probably afford grounds for difference 
of opinion. That it was great cannot be denied. For the future, 
development will depend primarily upon the course of American 
commerce, and that, in turn, will be largely influenced by the condi- 
tions of war abroad. Barring some unexpected and unforeseen 
developments, it seems probable that the end of the purely financial 
disturbance has been reached, and that what is to ensue will have 
a bearing more largely upon conditions of capital investment than 
upon those affecting banking, currency, credit, or trade in the 
narrow sense. It is, of course, evident that two factors of enormous 
magnitude, whose precise influence cannot be measured, are to be 
reckoned with. These are (1) the tremendous destruction of 
capital caused by the European war; (2) the probable shifting 
of ownership of such capital, due to the large sale of American 
securities by foreign holders who desire to obtain the means with 
which to meet their private expenses, or to take up the enormous 
issues of government bonds which are being placed by every coun- 
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try in the world. There are many who believe that, as a result 
of the “unloading” of these securities, a new drain of gold may 
at any time make itself apparent; but so far as can reasonably be 
foreseen, this condition is hardly to be expected in the form in 
which it was made manifest during the past summer. It is more 
likely that any “drain” will be slow and steady, and that, instead 
of leading to an actual exportation of coin or bullion, it will simply 
necessitate the continued exportation of goods in exchange for 
securities purchased at low prices by American investors. The 
result will be an enlarged control by Americans over their own 
industries. This control will have been acquired by a shortening 
of the available supply of foreign capital. The consequence will 
be, undoubtedly, an increase in the rate which must be paid for 
long-time loans and corresponding expense in financing other 
enterprises, with probably an increase in prices due to the advanced 
cost of capital, which today constitutes so important an element 


in expense of production. 
H. PARKER WILLIS 


WasgsIncTON, D.C. 





CITY TAXATION AND SKYSCRAPER CONTROL 


Taxation was originally, and still is primarily, merely a means 
for raising revenue. For many years, however, certain taxes have 
been levied with a secondary object in view, almost, if not quite, 
as ardently desired as the revenue itself. Thus tariff taxes have 
had “protection” either as an incidental or as a chief aim; saloon 
licenses have been made costly with the avowed object of dimin- 
ishing the number of saloons; and various other forms of tax have 
bee~. put into effect, or proposed, as much or more on account of 
the benefits presumed to arise from the secondary effects of the 
tax as on account of the revenue likely to be produced. We thus 
have the single tax always prominently kept before us; and certain 
modifications of the single tax, such as are in effect in Vancouver 
where land is taxed but buildings are wholly tax-free, have been 
adopted here and there. Propaganda are now actively under way 
for the introduction of the Vancouver system in other places. 
There seems to be, for example, hardly a waking hour in the twenty- 
four, during which street orators are not actively campaigning on 
Manhattan Island in an effort to obtain enough public support to 
introduce the Vancouver system in Greater New York. 

While the value of the various secondary objects aimed at 
through taxes not wholly for revenue is always debatable, it is 
probably true that public opinion in this country is ready to approve 
the expediency and morality of levying taxes for such indirect 
purposes. It is true that one great political party not long ago 
did take the position that tariff taxes for the purpose of protection 
were immoral, but that particular portion of the party’s platform 
was not brought strongly into the foreground, and seemed to receive 
scant consideration. On the other hand, there have been many 
instances where taxes aimed partly at ends other than the simple 
production of revenue have seemed to receive popular approval. 
Indeed, there is at least one important instance in which the 
federal government imposed a tax with no expectation at all of 
collecting any appreciable revenue. When the national bank 

166 
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system was inaugurated, a prohibitive tax was placed upon state 
bank notes with the avowed object of driving them out of existence. 
Instances might be multiplied where the levying of taxes having 
secondary objects has raised little if any objection on moral grounds. 
The main differences of opinion that arise in each case are over the 
desirability of the secondary object to be attained, and as to 
whether or not the proposed tax will in fact achieve such object. 
Thus in New York one hears little if any objection to the plan of 
gradually decreasing the tax on improvements, except objections 
based upon the alleged ruinous effects such a tax system would 
have upon the community. The right to tax one class of property 
and to exempt another class of property is not very seriously 
questioned, provided only it be positively demonstrated that the 
result will be a benefit to society as a whole. 

It seems, therefore, rather surprising that there has been no 
more suggestion than has yet been heard for solving another vital 
problem of our great cities—that of the skyscraper—through a 
system of preferential or punitive taxes. The need for a better 
handling of the problem of the tall building is indeed very great. 
Such regulation as has thus far been undertaken, both in this 
country and in Europe, has been based upon prohibitions. In 
Europe, where the natural order of things is for a rather paternal- 
istic attitude on the part of government, regulations limiting the 
height of buildings were early in force, and the problem we must 
meet is, in consequence, there unknown. In America public 
opinion resents any unnecessary checking of individual liberty of 
action and initiative by regulations, and only such regulations as 
experience has already shown to be absolutely necessary will be 
tolerated. Until recently, any interference on the part of an 
American municipality to limit the right of an owner to build as 
high as he might choose would have been deeply resented. Only 
experience with the evils that have appeared could have made 
such regulation tolerable. Such attempts at the regulation of the 
heights of buildings as have so far been made in America have 
followed the European plan of prohibitions. There are weighty 
reasons why this plan is not, and cannot be, satisfactory in this 
country. On the other hand, it is possible to work out a system 
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of preferential taxes which would seem to meet our needs com- 
pletely. A brief consideration of the problem to be met will assist 
in the proper consideration of the proposed remedy. 

Theoretically, the owner of ground surface has been supposed 
to control the space below him as deeply as he could dig, and the 
space above as high as he was able to build. But when a man puts 
up a thirty-story or forty-story building, he not only uses the space 
directly above, but he also uses, or cuts off, light and air that other- 
wise would have gone to his neighbors. He also uses an inordinate 
proportion of the public water supply and sewer systems; his 
tenants block the sidewalks by their numbers; and an altogether 
disproportionate demand is made upon other common social 
provisions. 

A body known as the Heights of Buildings Commission was 
created by the Board of Estimate and Apportionment of New York 
City, and this commission made a very exhaustive study of the 
whole problem of the skyscraper. The commission’s report, made 
in December, 1913, speaks of the lack of sunlight; lack of adequate 
ventilation; darkened streets; slow and difficult pedestrian and 
vehicular traffic; loss of health and efficiency through the con- 
tinuous use of artificial light; and overcrowding of street sub- 
surfaces by sewers, pipes, wires, and rapid-transit subways, as 
among the already observed effects following a multiplicity of sky- 
scrapers. The reports of Messrs. Bion J. Arnold and John F. 
Wallace in connection with the terminal problem in Chicago 
both practically agree that there is not sufficient downtown street 
surface in that city for Chicago’s present needs. Lawson Purdy, 
commissioner of taxes and assessments of New York City, speaks of 
“a condition of street congestion which is the despair of New York,” 
and further states that ‘‘employers in some sections are forced to 
change the luncheon hour of employees in order that the streets 
may not be packed beyond their capacity.” Speaking on the 
subject of street capacity, the report of the New York Heights of 
Buildings Commission says: 

In case of general panic or catastrophe . . . . it would be impossible for 
all the occupants of all the buildings abuting on certain streets to move in the 


street at one time, even though the street were cleared of all other traffic. 
. . . . Broadway could hold but 93.6 per cent of its occupants, Trinity Place 
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and Church Street 86.6 per cent, Nassau Street 69.3 per cent, New Street 
44.5 per cent, and Exchange Place only 37.5 percent. This being the situa- 
tion today, the question arises as to what might happen in case of a general 
panic, should the entire district be solidly built up with buildings of the 
present extreme heights. 


It is obvious enough from the preceding that no city can be 
composed whclly of skyscrapers, nor could a city under present con- 
ditions even be uniformly built up to the limits frequently proposed 
when the problem is discussed, say to a limit of only ten stories. If 
all Manhattan Island were built up uniformly to a height of only ten 
stories, every lot being as completely covered as the present build- 
ing regulations allow, it is probable that the city would be nearly 
uninhabitable, except upon the upper stories and roofs and around 
the water front. At present less than one and one-half per cent of 
the total number of buildings on Manhattan Island are as much as 
ten stories in height, while there are still many unoccupied spaces. 

The cities in this country that have adopted regulations pro- 
hibiting buildings above certain heights seem to have set their 
limits so high that only a little improvement has been made. In 
Europe really effective limits were set before the skyscraper came. 
These European cities are planned upon the assumption that it 
may some time happen that every plot may be built upon up to 
the allowable limit. The limits for some of the more important 
European cities are as follows: Berlin 72.2 feet; Cologne 65.6 
feet; Dresden 72.2 feet; Edinburgh 60 feet; London 80 feet; 
Paris 65.6 feet; Rome 78.5 feet; Vienna 82 feet. In order to get 
a rough idea of the relation between limits in Europe and in America 
the preceding figures may be compared with the limits set in some 
of the few American cities that have adopted limits. Baltimore, 
for instance, has set 175 feet; Boston 125 feet; Chicago 200 feet; 
Cleveland 200 feet; Indianapolis 200 feet; Los Angeles 150 feet; 
Milwaukee 225 feet; New Orleans 160 feet. It is obvious that if 
the European limits are desirable, those in America are excessive. 
On the other hand, if the American limits are reasonable, the 
European limits are simply silly. 

The fact is that it is impossible in an American city, already 
partly built up with skyscrapers, to put into effect the sort 
of height limit that might be adopted had not some real estate 
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owners already taken advantage of their neighbors and already 
erected their tall buildings. Common fairness will not permit 
of such a limit now being enforced against those others while the 
skyscraper owners continue in the undisturbed enjoyment of their 
advantage. In other words, it is not feasible to control the sky- 
scraper problem through height limitations in cases where there 
are already skyscrapers built before the limitations go into effect. 

In New York, the worst offender of all, there is now practically 
no height limit. The Heights of Buildings Commission proposed 
that the city be divided into zones, and that each zone receive 
separate treatment as to such limitations. Such a proceeding 
would of course make effective regulation possible in those zones 
where the problem is not acute, but cannot prove adequate for the 
present skyscraper zone. The New York charter has been amended 
in accordance with the recommendations of the commission, and the 
Board of Estimate has been given full power to act, after some 
formalities have been complied with. The commission recom- 
mended a height limit at the street line of twice the width of the 
street, but not less than 100 feet, nor more than 300 feet. Addi- 
tional height may be had by setting back the building walls 1 foot 
for each 4 feet of height above the limit at the street line. Chair- 
man Bassett of the commission in a discussion of the report says: 
“The principal objection to the rule recommended by the com- 
mission for extreme heights is that such a limitation still allows 
very high buildings. This objection is perfectly true.” The feel- 
ing of the commission which resulted in a rule so described is stated 
by Chairman Bassett as follows: “‘Small intensive areas in Man- 
hattan contain buildings of such extreme height that it would be 
unjust to impose a low-height limit on future buildings to be erected 
on semi-improved plots of land in these limited areas.”’ In the 
light of such statements by this high authority it can hardly be 
denied that an adequate regulation of height in this and similar 
instances cannot be obtained solely through limits and prohibitions. 
In fact, it is the opinion of many thoughtful men that a prohi- 
bition, of any sort, is about the poorest way to control anything. 
It is not the way of nature to prohibit. We are left to our own 
devices—with certain inexorable laws but with few prohibitions. 
If you go into deep water you must swim or drown, but you are 
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free to use your own judgment about going in. In the long run, 
nature’s method seems best. If we wish to imitate this method 
we may make it economically undesirable, or dangerous, to do thus 
and so, but we should be chary of absolute prohibitions. A pro- 
hibition marks a definite boundary line. Progress beyond that 
line is stopped; and while progress in some particular direction 
may seem highly undesirable at the moment, or to the prohibiting 
authority, it must be remembered that all human authorities are 
fallible, that advancement only follows experimentation, and that 
a hundred, or a thousand, or more, experiments fail for one that 
succeeds. 

No one can look at the Woolworth Building in New York with- - 
out being charmed by its beauty. Any prohibitory regulation that 
would have forbidden the construction of this building, or that 
would absolutely forbid the construction of a similar building, 
would be deplorable. Yet there must be found an adequate means 
for preventing the evil effects already enumerated as having 
accompanied skyscraper multiplication; moreover, in justice to 
others, there must be such a system of control as will prevent the 
injury to surrounding property that the presence of such a build- 
ing may occasion, or, at the very least, such control as will com- 
pensate those others in some degree for the injury suffered. 
Furthermore, the system of control to be adopted must, unless it 
is to be cruelly unjust, apply equally to the existing skyscraper and 
to new skyscraper construction. A system which controls by 
limiting the heights of new buildings must in greater or less degree 
fail fully to satisfy any one of these conditions. In addition it 
always happens that the agitation for, and final passage of, regu- 
lations that in effect put a premium upon buildings already planned 
or constructed, leads to a great rush of plan-filing for skyscrapers 
which may then be constructed at leisure, it may be years after- 
ward. It is said that during the last month before the new restric- 
tions of Chicago went into effect, building permits for skyscrapers 
were issued under the old rule to the amount of about $30,000,000. 

The problem of equalizing the lot of real estate owners who 
have, and who have not, already put up skyscrapers is one of the 
most serious character. Such a problem is wholly insoluble by 
any system of height limits applying to new construction only. 
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Under such a system there is no compensation for the real estate 
owner whose property has been partly confiscated by neighboring 
buildings; there is only a permanent prohibition against imitation. 
Damage to neighboring property is no small matter, but on the 
contrary may reach huge proportions. The situation now sur- 
rounding the newest “largest building in the world,” the almost 
completed Equitable Building, in New York City, illustrates to 
what proportions such damage may extend. 

After the ruins of the old Equitable Building had been cleared 
away, and the buildings on all sides of the old site had thereby 
been exposed to view for the first time in their history, many people 
were struck with the idea that this site should be kept open, and 
some agitation was begun to have the city take over the space for 
a downtown park. This agitation came to nothing, as it appeared 
that the site, a little over an acre of ground, was worth something 
like twelve millions of dollars. The city, of course, could not 
spend anything like such a sum for a small park in a purely busi- 
ness district. A study of the interests of the surrounding property- 
owners, however, published in Moody’s Magazine, by Mr. Franklin 
Fishler," developed some rather startling facts. It was shown that 
the banks, trust companies, and other financial institutions border- 
ing this one acre of ground, had combined financial resources 
exceeding one billion dollars. Expert real estate men were stated 
to have estimated that the increased rental of the office space sur- 
rounding the Equitable site on three sides alone would represent 
5 per cent annually on $8,000,000. This increase was estimated 
to follow the removal of the old Equitable Building, a structure of 
comparatively moderate height. What the decreased rental of the 
same office space will become, now that the new 36-story structure 
has made permanently dark caves of hitherto des‘rable offices, may 
be guessed from an editorial statement in the same magazine for last 
June, which says: ‘‘ Already the prospect of almost utter darkness, 
in Pine, Cedar, and Nassau streets has driven the Chase National 
Bank to abandon its quarters in the Clearing House Building and 
take others at 61 Broadway. Downtown real estate men estimate 


the depreciation in the value of property facing the new Equitable 
* XIV, 6 (December, 1912), p. 427. 
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Building at not less than 30 per cent.” It would seem that it 
would have been financially profitable to the owners of the sur- 
rounding property if they could have organized, bought the Equi- 
table site, and presented it to the city for park purposes. 

Not many instances of damage to existing property, resulting 
from the erection of a high building on adjoining property, are so 
striking as that mentioned in the preceding illustration, but it is 
hardly open to questicn that such damage does occur, in greater 
or less degree, every time a new skyscraper is added to an already 
crowded district. One may therefore hardly imagine a greater 
injustice than to provide by law that the owner who has thus 
injured his neighbors is to be given a permanent monopoly of the 
light and air he has seized, is to be made secure against competition, 
and allowed to retain without penalty or sacrifice an unfair advan- 
tage over others which is bound to grow more and more valuable 
as time goes on. 

A proper regulation of the skyscraper problem in America would 
seem to demand that the following conditions be fulfilled: (1) an 
equalization of conditions between real estate on which a sky- 
scraper has already been erected, and other real estate; (2) a system 
that will preserve the present minimum at least of light and air in 
crowded districts, that will look toward gradual betterment of 
present conditions, but will put a minimum of restriction on 
builders. 

It is possible to devise a system of preferential taxes which 
would accomplish all of these things. The equalization of condi- 
tions between different plots of real estate is a purely financial 
problem. It may prove very difficult to determine what a differ- 
ence is, but the adjustment of a determined difference is an easy 
matter. If the principle of preferential taxes be accepted, any 
desired amount of favor, small or great, may be shown to one class 
of property, and any desired restriction may be placed upon another 
class of property. The possibility of completely meeting condi- 
tion No. 1 through a system of taxes is therefore evident. It is 
also obvious that taxes might be imposed that would be so drastic 
as to force owners of existing buildings to remove their upper 
stories. It should therefore prove possible to preserve the present 
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amount of light and air, or to change present conditions if necessary, 
through a tax system. 

So far as concerns restrictions on builders, the minimum of 
justice requires that a builder pay, not only for his own building, 
but for damage that he may do to others and to the community 
as a whole. No less than this will suffice, and no more than this 
is necessary or desirable. A tax system may also completely fill 
this requirement. It may be imagined that a tax system, to do 
all of these desirable things, would be one of infinite complexity, 
which indeed might be the case if every possible variable were to 
be taken into account. A very simple system, however, would 
seem to meet every present essential need in sufficient degree. 

For illustration, let it be assumed that after investigation the 
authorities decide that a given district will have its most desirable 
development if it be built up to an average height of four stories. 
Then let a building of four stories have a minimum tax rate. Let 
a building substantially equivalent to a building of four stories on 
the lot on which it stands have the same tax rate. That is to 
say, let us figure the gross cubic content, including necessary 
unoccupied space—ventilating shafts, courts, etc.—of a four-story 
building completely covering a given lot. Then let any building, 
of whatever shape, occupying the same lot and having the same 
cubic content, take the same minimum tax rate as the four story- 
building. Let us go farther and say that for any larger building, 
whatever its dimensions, the part comprising the same gross 
volume as the ideal four-story building, and lying nearest the 
ground, shall take the same minimum tax rate. In other words, 
we divide our larger building into sections, and the first section, 
equivalent to the ideal four-story building in gross volume, is to take 
the minimum tax rate. Then in the case of the larger building 
let the next unit of gross volume (which, to make the illustra- 
tion as simple as possible, let us take as equal to another four- 
story building) take a slightly higher tax rate. Let the third unit 
of volume, in case of a still larger building carry still a little more 
surtax, and so on indefinitely. The tax rate would perhaps be 
expressed in terms of cubic feet of gross building volume per square 
foot of ground surface owned. It must not be supposed that one 
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building as a whole is to carry a different tax rate from any other 
building. On the contrary, every building in the same zone is to 
be treated exactly like any other building. The first unit of 
volume of any building is to have the minimum rate, whether it 
is a building of one story, or is the lowest unit of a skyscraper. 
(The term “building’’ in this sense is taken as any collection of 
structures on adjoining plots, which are taxed asa whole. It is not 
even material that there should be a single ownership.) There 
can be no claim of discrimination, since no matter how tall the 
skyscraper, its first unit pays the same tax rate as does the building 
which has only one unit or less. 

It will be observed that any owner, or combination of a group 
of owners, could make such use of an entire block that all the land 
except one area might be covered by a one-story struciure, while 
the exception might carry the “tallest building in the world” and 
still the lowest tax rate might apply to the whole block. In other 
words, it would be possible to build detached skyscrapers, far 
enough from each other so that they are of advantage, rather 
than a detriment, to the community, with their close neighbors 
fully satisfied with the situation, and without any penalty or 
surtax falling anywhere. On the other hand, the surtax on exces- 
sive “cubic-feet-per-square-foot” may be made heavy enough to 
make crowding beyond any pre-determined point very unprofitable. 
The one thing that may not be done is to treat new and old build- 
ings differently. It seems quite probable, however, that surtaxes 
may be so chosen as to limit new construction to a desirable point 
without putting an impossible burden upon the upper stories of 
existing buildings. It will be evident to any intending builder 
that if a present surtax on his upper stories is not adequate, of 
itself, to prevent undesirable building operations, a future surtax, 
perhaps amounting to actual confiscation of those top stories, will 
be quite possible or even probable. This unvoiced threat, together 
with a very moderate surtax, would seem likely to be all that is 
necessary to accomplish the desired ends. If not, the result of the 
operation of a more drastic surtax may perhaps justly be described 
as the restoration to other property (through a lowering of taxes) 
of values previously taken from such property by neighboring 
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skyscrapers. The zone system would be a rather essential feature 
in some instances, since it would be unjust to put surtaxes on a 
zone of high buildings with the result of lowering taxes in a zone 
some distance away. If the surtax on any existing building oper- 
ates to reduce the taxes on its immediate neighbors, in the same 
zone only, it does not seem likely that substantial injustice will 
result. Ordinary discretion will dictate that the surtaxes be very 
small in the beginning, and that the system be introduced slowly 
and in a tentative or experimental fashion. 

There would be no danger of builders taking any advantage of 
preliminary rates that might perhaps be too low. In fact, not the 
least of the advantages of the surtax plan may be gained without 
adopting it at all, but merely by seriously discussing it. The 
effect of a widespread and serious discussion of such a plan of 
taxation will be to stop at once the further multiplication of most 
of the evils complained of. The effect of preliminary agitation 
will be precisely opposite to the results that experience has shown 
follow the discussion and adoption of a mere prohibition of great 
height. In the latter case builders rush construction and plan- 
filing, in order to get ahead of their neighbors before the prohibition 
takes effect. In the case of the plan under discussion, the mere 
serious discussion of a possible surtax will make every promoter 
of a new skyscraper take into consideration the possible adoption 
of the plan at some future time, and if the probability of ultimate 
adoption seems favorable, no building will be financed unless it 
seems likely to be economically feasible under the new system. 

Along with a system of surtaxes there might well be some pro- 
vision for preferential treatment, possibly a total remission of 
taxes, for an owner of property in a congested district who makes 
a breathing-space by keeping his property wholly vacant and 
accessible to the public. Such a tax remission would aim at exactly 
the opposite result that the proponents of the Vancouver plan wish 
to achieve, since such tax remission would encourage breathing- 
spaces in congested districts, instead of encouraging the solid 
building-up of every privately owned plot—an ideal that seems 


suddenly to have become popular. 
GeorGE L. Hoxie 
New York City 





NOTES 


WASHINGTON NOTES 
REPORT OF THE SECRETARY OF THE TREASURY 


A chapter of American financial history vastly greater in historical 
significance than is found in most departmental documents has been 
furnished to the public in Secretary of the Treasury McAdoo’s annual 
report to Congress issued at the close of December, 1914. The report 
reviews some of the phases of the financial situation resulting from the 
European war with special reference to their governmental bearing. 
Particular emphasis is placed upon the fact that the impulse to relieve 
the strained conditions came first and primarily from the Administration 
and was afforded in no small degree through the activities of the Treasury 
Department. As clearly appears from the showing made, these duties 
were so actively undertaken and prosecuted that the leadership in 
nearly all of the various lines of progress fell to the Treasury and its 
chief. The clearing-houses of the country had undertaken the issue 
of certificates, but issues of emergency currency were so freely supplied 
from the Department that the clearing-house issues were practically 
unnecessary. So also when the foreign exchange problem became 
pressing the Treasury Department, acting with the Federal Reserve 
Board, gained the assistance of leading bankers and secured subscrip- 
tions to the gold exchange fund the machinery of which was promptly 
put into operation. The Department is also entitled to credit for its 
inauguration of the war-risk insurance system, a measure of consider- 
able influence in removing the obstacles to foreign trade that had 
resulted from the war. The cotton loan fund, intended to improve 
the position of the southern planter, is another form of co-operative 
financial effort engineered from Washington, whose operations, what- 
ever they may be, are due largely to Treasury leadership. 

There is much valuable historical and legislative detail in this report 
to which reference will inevitably be made by financial historians in the 
future. Particular value is to be attached to the authoritative reprints 
of the gold-exchange correspondence, the cotton loan-fund plan, the 
amendments to the Federal Reserve act, the text of the war-risk insurance 
measure, and to other authoritative documents either not found else- 
where or, if found, available only at the expense of much trouble and 
inconvenience. The report has the unusual quality of personality, 
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impressing the reader with the feeling that it affords a consistent and 
harmonious account of operations which have been conducted under 
definite leadership and with a positive purpose in mind. This decidedly 
differentiates the document from the rank and file of departmental 
reports which frequently appear to be merely a grouping of statements 
regarding the work of unrelated bureaus. 


REPORT OF THE COMPTROLLER OF THE CURRENCY 


With the Treasury Department’s annual report thus outlined 
should be considered the corresponding report of the Comptroller of 
the Currency sent to Congress on December 29. Comptroller Williams 
has of course not so broad an opportunity as his chief, either for activity 
or for expression, but he furnishes an extremely useful contribution to 
the financial history of the latter half of 1914. It is clearly shown how, 
under the stress of the panic which followed the outbreak of war, the 
national banking system practically repeated the breakdown of 1907 
and similar occurrences in preceding years. The more effective means 
of supplying currency provided by Congress in the amendment to the 
Federal Reserve act under date of August 14 enabled the present Bureau 
of Currency to do better work than was possible for its predecessors 
under like conditions and to deliver the notes much more promptly and 
in full quantity at the points where they were most needed. From the 
reference standpoint, the report is a particularly good one, since it sup- 
plies full data not before available concerning points of interest in the 
chief financial markets as well as concerning changes in bank reserves. 
The general information and the statistics relating to bank reserves will 
afford invaluable data to the student of the national banking system, 
especially in view of the change in national reserve requirements which 
took effect on November 16, when the federal reserve banks were opened. 
There will undoubtedly be much difference of opinion regarding the com- 
putations of reserve held and reserve released which are furnished by 
the Comptroller, but he, at all events, supplies the materials for a thor- 
ough study of reserve conditions as affected by the new banking system. 
These materials will enable future students of the subject to trace 
changes and currents in the finance and banking of 1914 that are now 
obscure. There is also given for the first time, in this report, a complete 
official account of the organization of the federal reserve banks and of 
their personnel. This anticipated the report later made by the Federal 
Reserve Board itself. The Comptroller’s report as a review of banking 
conditions in general is probably more complete in certain respects 
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than the Board’s own report can be, owing to the peculiar position of 
the Comptroller as the chief administrative officer of the national bank- 
ing system as a whole, and the special access to information he 
thereby possesses. 


REPORT OF THE FEDERAL RESERVE BOARD 


The Federal Reserve Board made public on January 27 its first report to 
the Speaker of the House of Representatives as required under the provi- 
sions of sec. 10 of the Federal Reserve act. It isa lengthy document con- 
sisting of a comparatively short statement constituting the text of the 
report proper, followed by a series of appendixes giving in great detail the 
facts about the various activities of the organization. Included in these 
appendixes are statements furnishing the names of the directors of the 
several banks, the salaries paid to executive officers, the circulars and 
regulations issued by the Board itself, opinions of the Attorney-General 
with reference to the status of the Board, the cotton-loan and gold-fund 
plans, and a variety of other data. Taken with the reports of the 
Secretary of the Treasury and of the Comptroller of the Currency, this 
document is probably one of the most convenient collections of material 
with reference to current conditions in banking that has been made 
available within recent months. 

The text of the report presents a brief discussion of the events of the 
past summer and autumn, outlining consecutively the gold-fund plan, 
the origin and history of the cotton-loan plan, the difficulties surrounding 
the opening of the new reserve banks, and the various problems which 
the banks have had to meet since they opened for business. The chief 
problems directly mentioned are the establishment of a uniform discount 
policy, the securing of the reserves in cash, and the formulation or regula- 
tions governing the business at the institutions. It is indicated that 
the Board feels that the payment of the reserves and the establishment of 
the general working conditions throughout the system have been satis- 
factorily accomplished, and that the outlining and determining of the 
actual business of the institutions are yet to be effected. It is noted 
that up to date a stringent policy has been followed with a view to con- 
serving the resources of the banks and preventing them from dissipating 
their strength by making loans intended to finance business operations 
whose purpose is simply the enlargement of the profit-making activities 
of the community. One of the features of the report which is likely to 
receive most attention is that in which the Board discusses the function 
of a reserve bank. It is pointed out that two opposing conceptions of the 
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functions of these banks have been developed since the institutions were 
opened: the ore viewing them as emergency organizations whose func- 
tion it probably is to be inactive in ordinary times, simply awaiting 
the call for the active exertion of their strength; the other contending 
that they are institutions intended to bid down the rate of interest at the 
several banks and to antagonize the operations of the larger member 
banks of the federal reserve system. The Board does not indorse either 
of these opinions, but seems to hold to the view that the true function of 
the new banks is intermediate between the extremes thus represented. 
It asserts that the banks can do a volume of business great enough to 
make themselves felt in the market as an active force and of course to 
provide for their expenses and the return on capital stock, but that it is 
neither necessary nor desirable for them to go farther than this and to 
attempt to develop a large volume of operations. To do so, it is sug- 
gested, would simply render their funds unavailable at times when 
difficult conditions have made themselves felt, and thus would prevent 
them from applying the remedy which the nature of their organization 
was intended to furnish. It is probable that this definition of the func- 
tions of the reserve banks is not absolutely final, but that experience will 
have to demonstrate more fully and in greater detail the exact way in 
which the new banks are to operate at ordinary times. 


The report is unusually complete in furnishing all details of the 
expenses of the Federal Reserve Board itself and of its organization, 
making it plain that the Board is to be conducted on a basis of entire 
publicity and affording the institutions which furnish the money for its 
operations complete information of what has been done in the premises. 


NEW DEFINITION OF COMMERCIAL PAPER 


Since the issuance of its annual report the Federal Reserve Board 
has taken another important step in regard to the definition of commercial 
paper, by sending out a circular intended to act as a substitute for 
Circular No. 13, issued by the Board some time ago. The original 
circular furnished a complete outline of the procedure to be followed by 
federal reserve banks in determining whether or not paper was eligible 
for rediscount when presented by member banks. The principal require- 
ments then established were that the paper should be self-liquidating, 
that the maturities should be well distributed, and that loans should be 
short-time and non-renewable. Accompanying these general require- 
ments were others, practically calling for statements of condition on the 
part of firms and corporations making applications for loans. Such 
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statements would have necessitated the filing of profit-and-loss sheets 
and a variety of other data. Experience has shown that most firms 
are unwilling to comply with such requirements and to this fact is 
attributed by some the limited volume of business which has been done 
by the federal reserve banks. The new circular and the regulations 
accompanying it materially reduce the stringency of the requirements 
which it was at first sought to establish; in addition they discriminate 
in favor of the smaller and country banks whose customers are not in the 
habit of keeping satisfactory accounts, since it is provided with reference 
to loans of less than five thousand dollars that the information to be 
furnished need be very much less complete. The new regulations state 
what is essential in eligible paper substantially as follows: 


a) That it must be a bill the proceeds of which have been used or are to 
be used in producing, purchasing, carrying, or marketing goods in one 
or more of the steps of the process of production, manufacture, and 
distribution: 

That no bill is “eligible” the proceeds of which have been used or are 

to be used: 

(1) For permanent or fixed investments of any kind, such as land, 
buildings, machinery (including therein additions, alterations, or 
other permanent improvements, except such as are properly to be 
regarded as costs of operation). It may be considered as sufficient 
evidence of compliance with this requirement if the borrower 
shows, by statement or otherwise, that he has a reasonable ex- 
cess of quick assets over his current liabilities on open accounts, 
short-term notes, or otherwise; 

(2) For investments of a merely speculative character, whether made 
in goods or otherwise. 


The Federal Reserve Board has adopted the following method by 
which member banks shall certify that a bill is eligible for rediscount 
when applying for rediscount thereof: 


Member banks shall certify in their letters of application for rediscount 
whether the paper offered for rediscount is depositor’s or purchased paper, or 
paper rediscounted for other member banks, and whether statements are on 
file. When it does not appear that such statements are on file, except as 
hereinafter provided under (1), (2), and (3) below, the federal reserve bank 
shall satisfy itself as to the eligibility of the paper offered for rediscount, and 
member banks will be expected to use such statement forms, identifying 
stamps, etc., as may be prescribed by the respective federal reserve banks. 

Any member bank rediscounting with a federal reserve bank paper ac- 
quired from another member bank, with the indorsement of such member 
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bank, may accept such member’s certification regarding the character of the 
paper and the existence of the necessary statements. 

Statements of the borrower’s financial condition may be waived where 
bills offered for rediscount have been discounted by member banks for any of 
their depositors in the following cases: 

(x) If the bill bears the signatures of the purchaser and the seller of the 
goods and presents prima facie evidence that it was issued for goods 
actually purchased or sold; or 

(2) If the aggregate amount of obligations of such depositor actually 
rediscounted and offered for rediscount does not exceed $5,000, but 
in no event a sum in excess of 10 per centum of the paid-in capital of 
the member bank; or 

(3) If the bill be specifically secured by approved warehouse receipts 
covering readily marketable staples: 

Provided, however, That the bank shall certify to these conditions on the 
application blank in a manner to be designated by the respective 
federal reserve banks. 


WORKMEN’S COMPENSATION STATISTICS—A COMMENT 
ON THE USE OF TERMS 


In a recent article in this Journal (XXII, 957), the writer misrepre- 
sented the treatment of accident cause by Mr. Fred C. Croxton, chief 
statistician of the Industrial Commission of Ohio. The statement in 
the article was based upon a conversation with Mr. Croxton. It appears 
from further conversation and correspondence that Mr. Croxton’s 
term “primary cause” connotes substantially what the writer means by 
“proximate cause.” Specifically, in each of the three illustrations 
mentioned, Mr. Croxton’s assignment of causes is the same as the 
writer’s. The difference is mainly a matter of terminology. Unfor- 
tunately the misunderstanding was not cleared up in time for correction 
of the original article. This opportunity to correct the above mis- 


statement is very gladly embraced. 
E. H. Downey 


Mapison, WIs. 
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Graphic Methods for Presenting Facts. By Wittarp C. BRINTON. 
New York: The Engineering Magazine Co., 1914. 4to, pp. 
xi+371. $4.00 

No one can question the growing popularity of graphic methods of 
presentation. Social survey exhibits, the publications of the various 
scientific associations, commission reports, magazine advertising pages— 
all bear indisputable testimony to the wider recognition of the usefulness 
of this means of showing quantitative results. Mr. Brinton’s book is 
therefore a timely publication. It commands attention because clearly 
it is appropriate to the needs and interests of the day. 

The book merits consideration also because it is the most detailed 
and comprehensive work yet published on the subject. Heretofore, to 
secure a satisfactory conception of the graphic method as a whole, it has 
been necessary to deal with widely scattered sources. Commendable 
examples of the graphic method have often been masked behind masses 
of material having no relation to the work of the statistician. Graphic 
Methods for Presenting Facts has the unique distinction of being the first 
attempt to give the subject as a whole a detailed and well-balanced 
treatment. 

The general plan of the book is fairly simple. The first chapters 
deal with bar, circular, and pictorial presentations of component parts 
of a whole, and simple comparisons. A chapter on time charts is 
followed by six chapters upon the construction of curves and their use 
to show comparative time changes, component parts, accumulating 
totals, frequency distributions, and correlations. The consideration of 
map presentations occupies the two succeeding chapters. The remainder 
of the book is chiefly concerned with the use of the graphic method by 
business heads in analyzing business results and conditions, and in 
reporting to the stockholders. A chapter entitled “General Methods” 
serves as a catch-all for sundry matters relating to tabulating and cal- 
culating devices, photographic reproduction of charts, the construction 
of models in three dimensions, and the desirability of curves and charts 
in political campaigns. A few cautions and suggested rules for stand- 
ardization bring the book to a close. 
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The effectiveness of much of the work must be conceded. The use 
of a large number of illustrative diagrams contributes much to this result. 
These illustrations are drawn from every variety of source, and give 
ample evidence of the author’s wide exploration and discriminating 
selection of specimens. Some of the diagrams have been newly drawn 
under the author’s direction. All are clearly titled, and in small type 
beneath each is a searching and unsparing criticism of the methods 
employed in its construction. Mr. Brinton is to be congratulated upon 
the excellence of the diagrammatic reproductions and upon the impress- 
iveness of their use in connection with his arguments. 

The argument brings to judgment in turn the various forms com- 
monly employed in graphic presentation. And the author does not 
hesitate to condemn several of the most highly sanctioned graphic prac- 
tices. Thus the widely recommended use of circles in comparisons of 
size he thinks “should be strictly avoided.” And, upon the whole, his 
reasoning carries conviction: accurate visual comparison of the areas 
of circles is impossible; horizontal bars possess all the advantages of 
the circle with none of its disadvantages. 

Most of the cartoon or pictorial forms so commonly employed in 
advertising are ruled out of court upon the same grounds: that they are 
visually misleading. It is doubtful if the author’s verdict will be so 
generally accepted in this case. Not but that his premise is secure: 
accurate visual comparison of most of the cartoon forms is obviously 
impossible. But probably no accurate comparison is intended. The 
advertiser aims first at catching the attention, second at fixing a sig- 
nificant image upon the mind. Impressiveness is the sine qua non of 
his figures; given this, he may well scorn accuracy of visual interpreta- 
tion. So long as Mr. Brinton fails to offer substitutes as striking as the 
forms he would discard—and his standard forms seem generally defective 
in this respect—he may expect to find advertisers still using the inaccu- 
rate forms which so successfully catch the fleeting glances of the reading 
and purchasing public. 

Another well-established graphic type which the author thinks 
should be discarded is the polar form so commonly used to show monthly 
fluctuations in death-rates. According to Mr. Brinton, “this type of 
chart should be banished to the scrap heap It is difficult to see 
how such an unsatisfactory type of chart ever came into general use, 
unless it was because there are twelve months in the year, and twelve 
hours on the face of the clock.” It seems to the reviewer, however, that 
the polar form has one valuable characteristic not possessed by the curve 
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forms which the author would substitute for it: it suggests more clearly 
than does any other diagram, the repeating cycle. For example, in con- 
sidering seasonal fluctuations in infant mortality the average for Decem- 
ber is as closely bound to that of January as it is to that of November, 
and only by the polar form is this visually manifest. Nor is the diagram 
difficult to read if units along the radii are indicated by properly spaced 
concentric circles. 

One may well sympathize with the author’s unfavorable opinion of 
the pyramid presentation of age- and sex-distribution. A full compari- 
son of the different components of a population is not easy when the 
facts are presented in this form. Yet the pyramid has been so widely 
used for this purpose, is so commonly understood, and as a whole seems 
to give so real a picture of age- and sex-composition that probably the 
form will long be sanctioned. 

The constructive recommendations of the book merit careful exami- 
nation. They are too numerous, however, to be considered in detail 
here. For the most part they follow current prevailing opinion among 
statisticians. The author’s high estimate of the worth of bar and map 
forms, of organization charts, and of curves drawn to rectilinear co- 
ordinates may well be heartily seconded. These are among the most 
useful of the well-worn instruments of the graphic method, and their 
still wider adoption is to be recommended. 

No general criticism of Mr. Brinton’s work can fairly be made without 
due recognition of the purpose with which he has written. In his preface 
he states that in the preparation of the book “there has been constant 
effort to present the subject from the point of view of the business man, 
the social worker, and the legislator.” It is hoped that the book will 
“prove convenient to the engineer, the biologist, and the statistician,” 
but these have not been held primarily in mind. To create “a handbook 
for anyone who may have occasional charts to prepare” has been the 
definite aim of the author. With this underlying purpose in mind, what 
may be said of the work ? 

One general defect should be pointed out: a faulty organization of 
material. There are two general modes of arranging analyses of the 
graphic method: first, according to the geometric forms employed— 
points, lines, surfaces, solids; secondly, according to the nature of the 
quantitative fact to be displayed—component parts of a whole, fluctua- 
tions of a variable in space or time, accumulating masses, etc. Without 
doubt, the first is the simpler of the two arrangements; almost as cer- 
tainly the second is the more serviceable—more serviceable because we 
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turn to the graphic method of presenting facts only when the nature of 
the facts has been largely determined. Thus the question ordinarily is 
not “What may be shown with a given geometric form?” but “What 
geometric form is best adapted to presenting a given quantitative fact ?”’ 

In Graphic Methods for Presenting Facts neither of these two arrange- 
ments is consistently followed. The earlier chapters imply a presenta- 
tion according to the purpose for which the different forms are to be 
employed; and the bulk of the book appears to follow this lead. But 
several of the chapters are organized on the basis of the geometric features 
of the modes of presentation under discussion. Furthermore, matter is 
occasionally introduced seemingly out of the established order. Thus, 
though correlation is dealt with in chap. x, some of the best examples 
given are presented in chap. vii, on the “Comparison of Curves.” Again, 
consideration of the geometric representation of three related variables 
is relegated to a conglomerate chapter entitled “General Methods.” 
Mr. Brinton’s book would surely prove more serviceable—especially as 
a handbook—if its matter were more consistently and logically arranged. 

One striking feature of the book is an almost entire absence of refer- 
ences. Apart from the diagrams, not more than three or four appear 
from cover to cover. Even when passages are quoted, no indication is 
given of the source. This lack will not seriously interfere with the use- 
fulness of the work for the purposes for which it is primarily intended; 
but a liberal suggestion of outside materials and sources strengthens any 
discussion and lends a desirable appearance of familiarity with the 
accomplishments of other workers in the same field. 

One hesitates to criticize the refreshing enthusiasm which so fre- 
quently lends interest and zest to the author’s pages. At times he writes 
with the earnestness of the prophet with a cause. His faith in the pos- 
sibilities of the graphic method is unbounded—it may become an “inter- 
national language.”” But this commendable enthusiasm leads at times 
to an excess of statement which impairs his argument. The difficulties 
of ordinary numerical statements are exaggerated (see p. 4); the efficacy 
of graphic presentation is overstated. The author’s description of the 
displacement of the political harangue by the illustrated lecture, showing 
by curves the good and evil in the contending parties, is a delightful bit 
of imagery. Were he an “unpractical college professor”’ it would be the 
reviewer’s clear duty to pronounce him an “academic dreamer.” 

But these less favorable features of the book should not be allowed to 
overshadow its real merit. It contains much that is certain to be highly 
suggestive and useful to advertiser and business executive. Its criticisms 
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of the various pictorial forms, its exceptional offering of varied illustrative 
diagrams, its chapter upon pin maps offer much to the trained statis- 
tician. On the other hand, color work is given but scant attention, and 
the possibilities of curved presentations are not developed as highly as 
by Bowley (Elements of Statistics, chap. vii). The highly interesting 
chapter on “Cumulative or Mass Curves” indicates the usefulness of 
the graphic method in one direction in ascertaining rather than present- 
ing facts; but in general the book does not bear on the use of the graphic 
method as an aid in the discovery of scientific principles, in the detection 
of errors in the data, and in the determination of means of position. The 
book is essentially a handbook on the technical problems of graphic pres- 
entation. It might perhaps better have been entitled ‘The Technique 
of Graphic Presentation.” Its suggestions as to most satisfactory 
materials, standard forms, methods of photographic reproduction, etc., 
would alone justify its publication and place all who use graphic methods 
in debt to the author. 

This review would not be complete did it not mention an ideal to 
which the author repeatedly refers in his book—that of standardizing the 
methods of graphic presentation so as to make them readily intelligible 
to all. The ideal is not a novel one, having been discussed in both this 
country and England at least as early as thirty years ago. Many con- 
siderations are involved. The graphic method as employed for mere 
presentation differs essentially from the graphic method used for other 
purposes. If presentation alone is concerned, what might well be stand- 
ard practice for one group of readers will not serve for another. Less 
worthy modes of graphic presentation which have long been in use may 
advance the claim that familiarity and consequent ease of interpretation 
is one of the strongest arguments in favor of any graphic device. Many 
a dispute concerning the best mode of presentation will resolve into an 
issue which only the psychological laboratory, with its facilities for accu- 
rate measurements of visual impressions, can properly settle. 

But standardization is nevertheless worth striving for. Graphic 
methods are moving in the direction of established forms and practices, 
and every advance in this direction means greater effectiveness. The 
Joint Committee on Standards for Graphic Presentation, appointed by 
fifteen of the most interested bureaus and scientific societies in the 
United States, may accomplish much in this direction. But no single- 
handed agency will contribute more to the cause of standardization than 


Mr. Brinton’s valuable book. 
Epmunp E. Day 
HarVARD UNIVERSITY 
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Applied Economics. By JAMES Mavor. (Modern Business Series, 
Canadian Edition.) New York: Alexander Hamilton Insti- 
tute, 1914. 8vo, pp. xxi+487. $2.50. 


This volume is a part of the Canadian edition of the “ Modern Busi- 
ness Series” edited by Professor Joseph French Johnson. The book is 
lacking in an author’s preface, an omission which places the reviewer at 
an obvious disadvantage. From the editor’s introduction one gains the 
impression that the series is primarily for the use of business men. Pro- 
fessor Mavor’s book appears in a more favorable light if judged from 
this point of view rather than as a text for students in elementary 
economics. 

The book is divided into five parts, to which is added a series of 
questions for use by students. The parts are entitled, respectively, 
“Production,” “Exchange,” “Distribution,” “Consumption,” and the 
“Economic Aspects of the State and Municipality.” A relatively large 
amount of space is devoted to production. Besides the customary dis- 
cussion of the factors of production there are separate chapters on trans- 
portation, agriculture, mining, manufacturing, and marketing. The 
table of contents reveals no important variation from the traditional 
subject-matter in the parts devoted to exchange and distribution, except 
the separate chapters on “ Markets” and the “Effect of Legislation on 
Prices.” Three chapters are devoted to consumption. The first, 
entitled “Consumption for Social Use,” is largely a cursory discussion 
of public expenditures. The chapter on “Personal Consumption” con- 
tains a discussion of family budgets, housing reform, and the cost of 
living. The chapter on “Productive Consumption” includes a con- 
sideration of the conservation of land and of labor, subjects which, in 
the reviewer’s judgment, may be most profitably treated under the head 
of production. 

Many of the chapters are characterized by a serious lack of orderli- 
ness in presentation and by an absence of the sense of proportion. 
Indeed there is not infrequently a iack of correspondence between the 
title of the chapter and the subject-matter which it contains. The chapter 
on manufacturing, for instance, is devoted principally to the localiza- 
tion of industry and to overproduction, problems that could more profit- 
ably be treated from the standpoint of industry as a whole. Indeed the 
author devotes one paragraph in the chapter to the discussion of the 
localization of agricultural industry. In the chapter on “Getting Goods 
to Market” one finds discussions of private acquisition and seasonal 
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industry. The chapter entitled “Some Factors That Affect Prices” 
contains a rather lengthy discussion of the causes of the rural exodus. 
The chapter on “Competition and Monopoly” includes a discussion of 
the process of rent capitalization as weil as a consideration of the his- 
torical effects of geographical changes in trade routes upon the prices 
both of commodities and of land. Other illus.rations of the lack of unity 
in chapter organization might be presented. 

Professor Mavor’s method is historical rather than analytical. 
Indeed his text would satisfy thoroughly an adherent of the German 
Historical school. For an elementary text the book is remarkable for 
the concreteness of the subject-matter. The author displays an exten- 
sive fund of information gathered partly from wide travel and observa- 
tion especially in Russia and China, and partly from economic history. 
The teacher of elementary economics will find the book a storehouse of 
fresh illustrative material. Professor Mavor’s realistic method gives the 
treatment a vigor and freshness that will undoubtedly appeal to the busi- 
ness man, and the professional economist will find a philosophic breadth 
made possible by the author’s familiarity with the organization and 
technique of many industries. 

These sources of excellence, however, carry with them correlative 
defects. Too frequently the concrete facts are given for their own sake 
rather than as illustrations of economic principles, or the illustrative 
material is out of all proportion to the scope of the treatment. An 
illustration of this tendency is the historical discussion (chap. i, Part II) 
of the barter economy, the money economy, and the use of the precious 
metals as money. 

Corresponding to this fault there are a looseness of definition and an 
inadequacy and incompleteness in classification and in the formulation 
of fundamental principles, which seriously impair the usefulness of the 
book for the elementary student. Technical terms are sometimes 
employed without definition, as, for instance, the expression “fatigue of 
land and machinery” (p. 25) and the expression “selling short” in the 
discussion of speculation. Sometimes the meaning of the term is more 
or less casually implied in the context, as in the case of the term 
“monopoly” or the reference to an ‘obscure law of variation considered 
in an economic sense”’ (p. 26). One finds also the use of the same term 
in a manner calculated to confuse the student, as in the heading of the 
chapter “Transportation a Factor in Production,” following a chapter in 
which the traditional fundamental factors of production are discussed. 
An unnecessary and confusing use of two terms with the same meaning 
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is illustrated by the identification of bargaining and marketing (p. 98). 
The lack of completeness in classification appears in the statement that 
materials are one of the factors of production (p. 20), although forces 
are later included in the nature factor (p. 38). Similar defects are illus- 
trated by the inadequate classification of the limitations on the principle 
of diminishing returns (p. 25) and the discussion of the conditions which 
determine the localization of industry (p. 91). 

The theoretical discussion is characterized by a tendency to empha- 
sive immediate and superficial causes rather than ultimate causes of 
economic phenomena. For instance, in the discussion of prices the 
author emphasizes such causal factors as war, movements of population, 
growth of urban centers, changes in the standard of comfort, changes in 
fashion, and changes in monetary laws. A brief discussion of marginal 
utility is introduced, but the theoretical connection between marginal 
utility and prices is obscured by the empirical discussion of the imme- 
diate factors affecting prices. In the discussion of rent the influence 
of the external margin upon rent and the relationship between the exter- 
nal and the internal margins are not referred to. Rent is defined as the 
difference between the product of a given area of land and the expense 
of its cultivation. 

Outside of the tendency to emphasize immediate and superficial 
causes, the book does not contain any important theoretical innovations. 
The quantity theory of prices is expounded, with allowance for the 
influence of credit. The marginal productivity statement of the entre- 
preneur’s demand for the factors of production is combined with the 
exchange theory of interest, no attempt being made to effect a recon- 
ciliation. The book is not lacking in other theoretical confusions. This 
is especially apparent in the discussion of increasing returns (pp. 24-26), 
where the increase of return due to a variation in the proportion of the 
factors is confused with the alteration in return to the business unit as 
well as to the industry as a whole. Similarly the term “diminishing 
returns” is applied (pp. 26-28) to such widely different concepts as varia- 
tion in product due to changes in the proportion of the factors, variation 
due to the gradual exhaustion of a factor, and variation due to the 
necessity of employing a natural agent of inferior quality. 

The term “disutility” is employed with an unusual meaning. We 
are told (p. 115) that “things which are of high utility to us in quantity 
appropriate to our desires or requirements come to be of disutility if they 
are either beneath these requirements or in excess of them.” On p. 129 
a law of marginal disutility is formulated as follows: “In a market 
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where the supply is in excess of the demand, the price will tend to 
approximate to the price which the most urgent sellers will accept. In 
other words, we have an example of the operation of the law of marginal 
disutility in contrast to the law of marginal utility.” 

The style of the book is not free from a certain vagueness in the 
sentence structure which suggests hasty preparation. Illustrative of this 
fault is the sentence, “The price of oats may in one year yield a higher 
return per acre than wheat”’ (p. 53). Carelessness (on the part either 
of the author or of the printer) is shown by the title of chap. iv, Part I, 
which differs from that given in the table of contents. The use of 
ambiguous terms, such as “economical phiiosophers”’ (p. 39), the collo- 
quialism “wherewithal” (p. 129), and such unusual expressions as 
“contractural” (p. 4) and “professionalization” (p. 66) are to be 
deprecated. 

On the whole, the enumeration of criticisms should not obscure the 
merits of a book which is in many respects well adapted to meet the 
need for which it was prepared—the enlightenment of the business man. 
Such a book should not be judged altogether by the standards either of 
an elementary text or of a formal treatise on general economics. 


L. C. Gray 


UNIVERSITY OF SASKATCHEWAN 


The Ownership, Tenure and Taxation of Land. By Str THOMAS 
WHITTAKER. London: Macmillan, 1914. 8vo, pp. xxx+ 


574. $3.75 net. 

The careful reader of this generous-sized volume will close the book 
at the conclusion of the undertaking—an undertaking, by the way, of 
rather formidable character—with a great deal of respect, even though he 
may not always be able to agree with the inferences which the author 
draws. The difficulty to the ordinary American reader is enhanced 
because the volume is designed primarily for the English reader and 
hence presupposes a familiarity with the details of the English system 
of land tenure and of the fiscal system in England that the average 
American reader is likely to be very far from possessing. 

The book is not written without an evident bias against the proposals 
of the single-taxers; but, on the other hand, the author is very far from 
taking the position that there is no room nor need for reform with refer- 
ence to the “land question,” and he is far from being merely a special 
pleader for the landed interests. It is true that he consumes a very 
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considerable amount of space with attacks on the single-tax position, in 
which he mingles occasional a priori or philosophical arguments of 
doubtful tenability with rather telling demonstrations of inconsistencies 
and downright fallacies cited from single-tax speakers and writers. If 
one has the perseverance, however, to follow the author’s discussion 
through to the conclusion, he will rise from the task with a heightened 
opinion both of the author’s ability to see more than one side of the 
question and of the effectiveness of his attack on the proposals of the 
English single-taxers. It would seem that in the course of the deep and 
thorough study of the question, manifest on every page and evidently 
extending through years, he kept constantly attaining to a truer com- 
prehension of the merits of the two sides of the controversy and con- 
sequently improved in his handling of the subject. This is what might 
have been expected and it is decidedly to the author’s credit. At the 
same time, some revision of the earlier parts of the volume so as to 
bring them into line with the more carefully reasoned conclusions reached 
in the later stages of the discussion would have made for unity and 
consistency in the book as a whole. Throughout the author has shown 
evidence of acquaintance with the best authorities on the subject-matter 
discussed, and there is, similarly, gratifying evidence of a firm grasp of 
sound principles of economics—facts which increase the respect with 
which the careful reader will regard the volume as a whole. 

In Part I, where “the ethics and origin of private ownership of 
land”’ are considered, the author states his adherence to the “social 
utility” theory of private ownership; but, to a considerable extent, his 
discussion takes the form of an attack on the “natural rights” theory 
of collective ownership of land, as set forth by George and his followers. 
Of this “‘natural rights” theory he is able to make short shrift; but 
occasionally he is betrayed into a line of argument which counts quite 
as effectively against private ownership as it does against the single-tax 
position. Illustrations of this occur on p. 6, where he declares that 
government “is based upon the natural law that the stronger rules,” 
and on p. 13, where he asks, “Is it not a simple fact, that by immutable 
laws of our existence the rights of men with regard to the surface of the 
earth are and always have been and always must be distributed unequally 
and arbitrarily?” It would be difficult to find a position more in 
opposition to the “social utility” theory of property than that which is 
implied in these two statements. Happily, lapses of this sort are 
exceptional and the book as a whole places the author in a much more 
favorable light. 
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In Part II much interesting and valuable material is gathered 
together relating to the national income and its distribution, to the 
trend of wages, and to “other tests of progress”—all tending to show 
the great improvement in recent years in the condition of the masses 
and calculated to demonstrate that private ownership of land is not 
inconsistent, as charged by the single-taxers, with such progress. 

Parts III-VI are mainly historical, and their subject-matter in 
general is well indicated by the title of Part III, “The History of the 
Ownership, Tenure, and Taxation of Land in England.” In many 
places in this portion of the study the treatment seems to become merely 
academic and the reader almost gains the impression that he is reading 
a general treatise unrelated to the subject in hand. The author con- 
cludes the historical treatment in most cases, to be sure, with an applica- 
tion to the general subject, but often the application appears inadequate; 
on the whole, one feels that the historical argument in favor of private 
ownership is made less effectively than might have been the case. Per- 
haps the “elementary character” of this part of the work, which the 
author defends in the preface as being necessary because the vast majority 
of those for whom he had written “either had never known it [the 
history] or had forgotten it or had acquired misconceptions with regard 
to it,” explains, if it does not excuse, the failure more effectively to 
connect the historical parts with the other parts. A close following of 
the subsequent discussion reveals the fact that the author himself has a 
much better appreciation of the force of the historical argument than 
his exposition of it would seem to imply. 

Parts VII-[X deal more particularly with the technical fiscal aspects 
of the subject and it is these parts, therefore, that will more particularly 
interest the fiscal expert. At the same time, they are likely to prove to 
be the undoing of the ordinary reader. The author shows his ability 
to handle the difficult and complicated questions relating to incidence 
and he acquits himself, generally, with credit. Here, too, he best shows 
that he is no mere apologist for things as they are, but that he is the 
proponent of reform with reference to the ownership and taxation of land; 
and, apart from an insistence on justice for the landholder, he displays 
in this connection no especial tenderness for the owners of land. 

Part XI treats of “Agricultural Wages and Problems of Tenure and 
Housing in Town and Country.” These matters are considered mainly 
because of the assertion of the single-taxers that the evils associated 
therewith grow out of the private ownership of land. Admitting, in a 
measure, the evils, though not the asserted cause, the author offers an 
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illuminating discussion of the causes of the evils and suggests remedies. 
For the evils of overcrowding and poor housing he proposes (1) more 
stringent regulation with reference to the erection of dwellings, and 
(2) the fixing of minimum wages, so that the occupier will be able to pay 
the full commercial rent for a satisfactory dwelling. It should be noted, 
however, that there is given only a limited consideration of the difficulties 
involved in the fixing of a minimum wage. The author offers also, in 
this part, a brief but eminently sane discussion of rural depopulation and 
of some proposed remedies. 

On the whole, the volume is distinctly worth while and should find 
a place among the rapidly growing literature of a subject that is very 
much more of a live issue in England than in our own country. 


Joun G. THOMPSON 
UNIVERSITY OF ILLINOIS 


Historical Materialism and the Economics of Karl Marx. By 
BENEDETTO Croce. Translated by C. M. MereEpiITH. New 
York: Macmillan, 1914. 8vo, pp. xxiii+188. $1.25 net. 

Alles das ist begraben ist nicht tot. This bit of wisdom is probably 
more applicable to Marxism than to any other great movement in late 
modern times. The present rather belated translation of Croce’s essays 
written some fifteen years ago is perhaps the best evidence of this dictum. 

Similar to most great figures in speculative thought, Karl Marx has 
had his blind and uncritically faithful followers and his equally blind 
and uncompromisingly bitter antagonists. Marxism as other great 
movements does not seem to allow of the aurea mediocritas. It is Croce’s 
purpose to give the student a calm and disinterested estimate of Marxian 
economics. While these essays have been called forth in the past by 
various and special controversies with particular authors, yet the issues 
involved in them are of sufficiently general and persistent interest to give 
the book a considerable degree of stimulating freshness. And this more 
particularly so since Croce as a philosopher of the first rank is pre- 
eminently fitted for the task he has undertaken. 

The burden of the essays in the main runs along three distinct lines: 

(x) a critical analysis of the materialistic conception of history, (2) criti- 

cism of the chief Marxian concept, and (3) a statement of the scope and 

method of economic science under the caption of “The Economic 

Principle.” 

The materialistic theory of history in Croce’s view does not involve 
the establishment of a Jaw of history under which may be gathered and 
summarized the heterogeneous facts of history. Historical materialism, 
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accordingly, is not a new theory but a new “method,” a “canon” which 
introduces in the thinking of the historian heretofore neglected “data” 
or “experiences.”’ It is simply an investigation of the influence which 
economic exigencies have exerted in the course of history. But this is 
not to say that these data are invested with the magic of finality or of 
ultimate explanations. Such experiences cannot be invoked to sustain 
the classical dogma of the “invisible hand” or to reveal a glimpse of the 
future. 

These observations have become for the most part somewhat com- 
monplace. Croce’s strictures, however, go farther. According to him 
metaphysical materialism has no connection whatever with historical 
materialism. This strikes at what has generally been accepted as the 
very foundation of historical materialism. In the author’s view, his- 
torical materialism is not, as Marx and his followers would have it, the 
Hegelian dialectic inverted. Hegel conceived of history as a gradual 
unfolding of the Supreme Idea—a rational reality. Metaphysical 
materialism, on the other hand, is a dynamic reality, and, regarded in 
this light, it is the true inversion of Hegel’s diaiectic. Both the rational 
and dynamic realities, however, are teleological, while historical material- 
ism involves no supreme purpose in the process of historical experiences. 

Croce’s contention on this point may be well founded, but to con- 
clude, therefore, that historical materialism is not based on the meta- 
physical inversion of the Hegelian dialectic is, to say the least, to ignore 
the facts in the development of the economics of Karl Marx, which pre- 
suppose metaphysical materialism. Nor is it sufficient to dispose of 
these facts by the mere statement that Marx only coquetted with 
Hegelian dialectics and that the dialectic is not essential to Marxism 
(pp. 10-11, 82). 

The argument on this point is carried still farther in the discussion 
of the relation of historical materialism to socialism. Here again it 
appears that the author regards historical materialism as incidental to 
socialist philosophy. What is essential in the case is “motives of inter- 
est,” “ethical and sentimental motives,” “moral judgment and enthu- 
siasm of faith” (pp. 21 ff.). 

In his criticism of Marx’s fundamental concepts, Croce is sympathetic 
yet uncompromising withal. His minute discussion of the problem with 
which Marx is concerned, the labor theory of value and its corollaries of 
surplus value and the theory of the rate of profits, is quite illuminating 
except that sometimes, as in the case of his criticism of Marx’s law of the 
rate of profits, he shifts the fundamental assumptions in the theory. The 
conclusion, however, that Das Kapital is neither a historical description 
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nor an economic treatise seems scarcely warranted unless, forsooth, on 
the assumption of the broadest definition of those terms (p. 51). 

Up to this point it is the purely philosophical emphasis that is brought 
to bear upon the questions discussed. In the author’s statement of the 
“economic principle” the emphasis bears mainly on the scope and 
method of economic science (chap. vi). 

Croce is a Hegelian of the Right, though not uncritically so. Con- 
sequently the reader will not be surprised to find the discussion of the 
economic principle colored by the preconceptions of that school. Accord- 
ingly, economics is conceived of as an independent manifestation of the 
Spirit." This process finds its expression in the will of the individual 
and so only actions thus emanating are to be regarded as the subject- 
matter of economics (p. 166). According to the author, economics has 
to do with the strictly rational activities of man. Instinct or impulse 
as bearing on man’s actions is regarded as outside the scope of economic 
discussion since an instinctive or impulsive action does not involve con- 
scious choice. The individual is thus split into two distinct and inde- 
pendent parts—man as a rational being and man as an animal guided 
by instinct and impulse. Economics has to do with the actions of Dr. 
Jekyll but not with those of Mr. Hyde. 

This argument leads quite naturally to a restatement of the hedonis- 
tic calculus: “ What is economically useful is, at the same time, pleasur- 
able” (p. 167). Whereas, however, the hedonism of the associationist 
school of psychology proceeds on the mechanistic principle, Croce’s 
hedonism assumes the vitalistic (Hegelian) process which involves the 
categories of “will,” “conscious choice,” etc. 

But for all that, both lines of argument lead to the same goal. The 
one, equally as the other, is a futile attempt to reduce man to his simplest 
terns and resolve him into the primordial elements of pain and 
pleasure. Both theories are quite free from all contamination by the 
factual processes of life and industry. The logic in both cases leads to 
an emasculated economic science and often involves meaningless meta- 
physical jargon compared to which the classic argument of the School- 
men concerning the angels and the point of the needle would seem quite 
intelligible. 

LEON ARDZROONI 

UNIVERSITY OF MISSOURI 


t This idea has received fuller treatment at the hands of the author in a more re- 
cent work, a translation of which has appeared under the somewhat unfortunate title, 
Philosophy of the Practical. 
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Studien zur Geschichte kapitalistischer Organisationsformen. By JAKOB 
STRIEDER. Leipzig: Duncker u. Humblot, 1914. 8vo, pp. i+486. 
M. 12. 


This study of early capitalistic organizations has revealed much inter- 
esting information relative to the character and extent of these industrial forms 
in the Middle Ages. The Montan industry furnishes the illustration of the earli- 
est capitalistic organization. In the mediaeval period there existed Kartels and 
monopolies in the tin industry of Saxony, in the wholesale tin trade of Bohemia 
and Saxony, in the quicksilver trade, and in some other less important indus- 
tries. The description of the manipulation of the quicksilver mines of Almaden 
by the Spanish government and the Idrian mines by the Austrian government 
is of special interest. At certain periods during the early centuries there 
existed a complete monopoly of this industry, a monopoly, which by the way, 
was duplicated during the first half of the nineteenth century, up to the time 
of the discovery of the cinnabar mines of California, by the London house of 
Rothschild’s control of the quicksilver output. 

This extensive development of capitalistic organization during the Middle 
Ages is explained by the financial politics of the popes and the heads of states. 
The need for money and the financial dependence of church and state upon 
big capital forced upon them methods contrary to the business ethics of the 
day. In order to assure themselves of high incomes, church and state have 
often practiced an unscrupulous monopolistic price policy in business fields 
where they had the power. What Hermann Levy has proved for England 
under Elizabeth, James, and Charles—that regents directly acted the réle of 
speculation-hungry promoters of capitalistic enterprises—this also holds for 
the continent at a much earlierdate. In the “Holy Roman land of the German 
nation” the creation of monopolies under Charles V and Ferdinand I had 
developed considerably. The crown and the merchant worked hand in hand 
in the upbuilding of early capitalistic organization. 

The inclusion of facsimiles of various business documents of the period— 
contracts, letters, statutes, plans, and agreements—is an interesting feature 
of this book. 


Within Prison Walls. By Tuomas Mott Ossporne. New York: 
D. Appleton & Co., 1914. 8vo, pp. vit+328. $1.50 net. 

Within Prison Walls, with the subtitle, ‘‘A Narrative of Personal Expe- 
rience during a Week of Voluntary Confinement in the State Prison at Auburn, 
New York,” is the story of an experiment made by the chairman of the New 
York State Prison Reform Commission in an attempt to understand prison 
conditions from the inside. At first thought the experiment impresses one 
as both foolish and useless—foolish because there is about it a certain amount 
of the spectacular which always detracts from the ordinary individual’s belief 
in the seriousness of any undertaking, useless because one doubts whether an 
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outsider, coming frankly for the sake of information, would be able to pene- 
trate the real inwardness of the prison in so short a time. 

But Mr. Osborne was interested in ascertaining the effect of the existing 
system on the individual subjected tc it and in this it may fairly be said he 
has had considerable success. The terrible test on one’s self-control and one’s 
reason imposed by solitary confinement, the ability which the prisoners acquire 
in controverting prison rules, their loyalty to one another as against the 
officers, and their frequent acts of helpfulness are also testified to in another 
prison experience written from an entirely different viewpoint, namely, Alex- 
ander Berkmann’s Prison Memoirs of an Anarchist. 

The general impression conveyed by Mr. Osborne’s book is one of faith 
in the value of his undertaking. This is weakened somewhat by what seems 
to be a too unbroken success on the part of the writer in finding some telling 
appeal to make to every prisoner and his apparent belief that he has in hand 
all the elements for resolving the “system” into something that will prove a 
panacea for all problems of prison reform. If these were indeed so simple as 
to admit of immediate solution apart from many other of our present-day 
problems, they would hardly be worth the thought that has been spent on 
them. But some share toward clearing them up will certainly fall to Mr. 
Osborne, now that he has been placed in the position of warden of the Auburn 
prison. 


Industrial Conditions among Negroes in St. Louis. By WiLL1aM AUGUST 
CROSSLAND. (Washington University. Studies in Social Eco- 
nomics, Vol. I, No. 1.) St. Louis, 1914. 8vo, pp. ix+123. 
$0.75. 

This exhaustive study of conditions among the negroes of St. Louis was 
undertaken in response to a feeling on the part of the Committee on Social 
Service among colored people in St. Louis that a thorough investigation of the 
industrial situation of the race was the first step in a constructive program of 
local race betterment. The work was done in order that it might be of actual 
assistance to the negroes. As such it is much more valuable than if it had 
been done purely for research. Conditions in St. Louis are not typical enough 
of those over the whole United States to enable a study of St. Louis, no matter 
how well done, to be useful in drawing conclusions for the whole country. 
As a guide book to those who want to help the negroes in St. Louis it is com- 
prehensive and practical. 

The study is divided into five main parts: ‘‘The Negro in the City,” 
“Occupations and Wages,” “‘Negro Men in Professions and Business,” “The 
Negro Wage-Earner,” and ‘‘A General Summary and Conclusions.” Under 
these heads a very thorough analysis of working conditions, the opportunities, 
and the special problem of the negro, his relation to the trade union, and the 
attitudes of employers toward him is reinforced by tables and charts which 
illustrate very clearly the points made. 
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Mr. Crossland concludes: (1) That a program of race betterment covering 
years rather than months should be devised. (2) That in this plan the necessity 
for the negro himself to strive to help himself should be emphasized. (3) That 
factors in the slow rise of the negro are improvidence, unsteadiness, lack of 
ambition, and lack of race consciousness. Were this not true the negro would 
have risen as did the despised and persecuted Jew. (4) That the negro must 
secure industrial training, and that here the white man can contribute his 
share to the settlement of this national problem. 


Ocean Traffic and Trade. By B. OtnEyY Hovucu. Chicago: LaSalle 

Extension University, 1914. 8vo, pp. vi+432. $3.00. 

This volume is designed as a textbook for use in correspondence courses, 
and is essentially technical in nature. The reader first learns the importance 
of coastwise and inland traffic as compared with foreign trade, and at the same 
time is warned of the difference in usages. Without going into the question 
of ship construction, the author next gives a brief description of ocean carriers, 
various shipping usages, weights, regulations, and all ships’ papers. This 
leads to a treatment of seaport and terminal facilities in the United States, 
some features being criticized and compared with facilities abroad. The ocean 
trade routes are outlined, especial attention being given to the effect of the 
Panama Canal in shortening distances. All such matters as charters, freight 
rates, shipping agreements, pools and conferences, and marine insurance are 
discussed with considerable detail. With a view to aiding the shipper, direc- 
tions are carefully outlined as to the procedure in handling export and import 
shipments. 

A chapter is devoted to the history of the maritime policy of the United 
States, with arguments as to the cause of the present status of our merchant 
marine. For the purpose of aiding the American exporter, the author suggests 
what he considers the best method of winning foreign business, and developing 
export trade, while foreign credit and collections are compared to our own. 
Last of all is given an analysis of America’s present opportunity and responsi- 
bility in the world’s markets now that the European war has upset trade 
conditions in the entire world. 

The table of contents is well outlined, facsimiles of shipping documents 
are inserted throughout the book, and the subject-matter is carefully summed 
up at the close of each chapter. The work is admirably suited for use as 
a textbook in a correspondence course. It may also be profitably used as 
a reference book in college work. 


Unemployment. By A. C. Picou. New York: Henry Holt & Co., 
1914. 18mo, pp. 256. $0.50. 
Professor Pigou has addressed this book to the public unfamiliar with 
economic analysis; he has therefore sought to avoid technical terms while 
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adhering strictly to the scientific method. The result is a book adapted to 
both student and general reader. 

There are five forces, according to Professor Pigou, which affect the volume 
of unemployment. It tends to be increased by the operation of three of these: 
(1) artificial increase of wage rates above those which the free play of economic 
forces tends to bring about; (2) lack of plasticity in wage rates; (3) wide 
fluctuations in demand for labor. The two forces which tend to diminish the 
volume of unemployment and which therefore constitute direct remedies for 
unemployment are: (1) upward fluctuations in demand for labor in some 
industries, which offset downward fluctuations in other industries, and (2) the 
adjustment of the demand for labor on the part of public authorities to the 
volume of unemployment. The amount of unemployment is also diminished 
by any force which counteracts the influences increasing the amount of invol- 
untary idleness. The frustration, either by trade-union action or by minimum- 
wage boards, of arbitrary attempts to lower wages; the establishment of 
conciliation committees with power to employ the machinery of sliding scales; 
and attempts to equalize the demand for labor by increasing the stability of 
general prices and the shortening of commercial credits—all these devices are 
remedies for unemployment. The author recognizes that the adoption of all 
these remedies together would not avail to abolish unemployment; conse- 
quently in his concluding chapters he investigates certain palliatives which 
may tend to alleviate the evil consequences. It has been of distinct value to 
make available to the general public an expert discussion of a difficult problem 
which lays so heavy a hand upon the whole community. 


La politique des transports en Belgique. By G. DE LEENER. Brussels: 

Misch et Thron, 1914. 8vo, pp. ix+320. Fr. 3. 

This discussion of transportation in Belgium was written before the 
great catastrophe had befallen her and while yet she was doing her share 
of the world’s business and developing steadily her economic life. The object 
of the book was to analyze the country’s existing transportation system and 
to indicate the necessity for state intervention, though not without limitation 
in a matter so intimately involving the public welfare. There should be, 
M. de Leener believes, a definite general policy of the government; this he 
calls ‘‘la politique des transports.’’ With the description of the condition of 
the internal and external transportation of Belgium the author discusses the 
comparative advantages and disadvantages of water and railway systems. 
While there is great possibility of development in both, he regards the latter as 
the more promising so far as internal trade is concerned. He also suggests 
certain improvements which he believes should be immediately adopted for 
the benefit of the country. 





